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AGRICULTURE IN THE NATION’S ECONOMY* 
By Joun D. BLack 


The nation whose agriculture will be analyzed in this address is 
almost solely that of the United States.of America. Other nations will 
be brought into it only where international trade and other relations 
are involved. This does not mean that significant parallels and con- 
trasts with other nations cannot be made, but there will be no time and 
space for them tonight. 

The analysis will begin with a statement of the relative magnitude 
and importance of agriculture in the nation’s economy, and past trends 
in the same, according to several measures. This will be followed by 
projections of the changes in these magnitudes by 1975 and after, and 
accompanying changes in land use. Then will come an analysis of the 
welfare aspects of the subject, how agriculture is sharing in the na- 
tional income and improvements in living, and the outlook for the 

ame. Deviations from trend in wars and postwars aad in and out of 
business recessions will receive attention in this section. The analysis 
up to this point will then be brought to a head in a statement of the 
meaning of the foregoing for agriculture and for the nation. This will 
point up the economic problems facing American agriculture, which 
will then be defined and briefly analyzed in terms of policy and pro- 
gram. The final section of this address will consider briefly some of the 
political aspects of the solution of these problems. 

What I am saying next may seem to some entirely unnecessary, but 
in fact it is not. It is that the analysis will be from the point of view 
of the over-all economy, not that of within the agricultural part of it. 
What is said on some points may therefore even come as a shock to 
some who have been reared as agricultural economists within agri- 
culture. 

The point in time which will be taken as the present will be 1954 or 


* Presidential address delivered at the Sixty-eighth Annual Meeting of the American 
Economic Association, New York, December 29, 1955. 
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1955 when the data are available for these years, and otherwise the 
census year 1950. Only part of the 1954 census data are now available. 
Most of the data used in this analysis are published in annual reports 
such as The Statistical Abstract of the U.S., 1955, Business Statistics, 
1955, of the Department of Coinmerce, and The Farm Income Situa- 
tion of the Agricultural Marketing Service of the U.S. Department of 
Agriculture. The 1955 data are mostly estimates based on the monthly 
reports or releases of these agencies. The writer assumes responsibility 
for these, but he has had much help in this and otherwise from 
members of the staff of the Agricultural Marketing Service, particularly 
its Division of Agricultural Economics and the Farm Finance Section 
of the Agricultural Research Service. Also a choice has sometimes had 
to be made as to which of two sources to use, such as between the Census 
and U.S.D.A. series on farm labor force. The writer assumes full re- 
sponsibility for this choice. Finally, no official data are available for 
some of the series before 1929. The writer has extrapolated for these 
years in a few cases. 


I. Agriculture in the Nation’s Economy 


Labor Force 


The magnitude and importance of agriculture in the nation’s economy 
can be measured in several ways, with wide differences in the results. 
No one of these measures gives the whole picture. Table I assembles 
the most authentic of the available data on labor force. Two series on 
the farm labor force are given, the first, that of the Bureau of the 
Census, which includes only those whose usual or chief activity is in 
agriculture, and the second, that of the Department of Agriculture, 
which counts all persons working on farms regardless of chief activity. 
The simplest and most familiar of the measures of the relative mag- 
nitude of agriculture is the percentage of the national civilian labor 
force employed mainly in agriculture, which has fallen off a half since 
1930 and two-fifths since 1940, but slightly less if part-time off-farm 
workers are counted with farm labor force, since the number of these 
is increasing relatively. The farm and nonfarm series in this table are 
also not strictly comparable because of another reason, the agriculture 
series does not include unemployed farm laborers. These averaged only 
143,000 in 1954 and 173,000 in 1950. It will be noted that there has been 
no decline in the farm labor force since 1953. In fact, it was higher last 
fall than in any fall since 1950. 

It will be noticed from Table I that the decline in the percentage 
of the labor force employed mainly in agriculture has been 1.84 in the 
five years since 1950, as against 5.25 in the war decade of the 1940's. 
In the 1930’s, it was only 3.76. This is the decade when several million 
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TABLE I.—AGRICULTURE’S SHARE IN THE LABOR Force, 1910 To 1955 


| Percentage of 
Total Civilian Total Farm Nonfarm 
Labor Force* Employment Labor Force 
(thousands) Agicainey (thousands) Employed (thousands) 
| (thousands) Mainly in 
Agriculture 
@) _ (5) 
1910 | 37,371 11,592 13,555 31.02 25,779 
1920 42,434 11,449 13,482 26.98 30,985 
1930 48,595 10,161 12,497 20.91 38,434 
1940 55,640 9,540 10,979 17.15 46,100 
1950 63 ,099 7,507 9,342 11.90 55,592 
1951 | 62,884 7,054 8,985 11.22 55,830 
1952 62,996 6,805 8, 669- 10.81 56,191 
1953 63,815 6,562 8,580 10.28 57,253 
1954 64,468 6,504 8,451 10.09 57,964 
1955 | 65, 411° 6,583 10.06 58,828 


Source: Columns 1 and 2 from Statistical Abstract of the U.S.: 1955, Tables 218 and 220, 
and column 3 from the Farm Income Situation, U.S.D.A., Release October 31, 1955, Table 8. 

* The data for 1910, 1920 and 1930 are based on the gainful worker concept. Data for 1910 
and 1920 include workers 10 to 14 years old. In 1930, there were 310,000 workers under 14 
years old in agriculture. 

> Difference between the first two columns. 

¢ Preliminary. 


workers were dammed up back on the farms because there were few 
jobs open to them in the cities. 

In terms of total farm employment considered by itself, the decline 
from 1940 to 1950 was 1.5 per cent a year compared with 0.7 per cent in 
1920-1930. In the three years from 1950 to 1953, it was at the rate of 
2.7 per cent a year. The 1955 index of farm labor employment is 61 
as compared with 62 in 1954 with 1910-14 as 100. 

A hundred years earlier (1850), nearly two-thirds (64 per cent) of 
the U.S. labor force was working on its farms. The nonfarm labor 
force multiplied 20 times during the century; the farm labor force 
multiplied 2.4 times to its peak in 1910 and then fell more than one- 
third. 

Closely related to the foregoing is the percentage of the nation’s 
population living on farms—13.5 per cent in 1955 as compared with 
16.6 per cent in 1950, 23.2 per cent in 1940, and 30.1 per cent in 1920. 
These percentages are larger than those of the labor force because farm 
families are larger than urban families, and because of the nonfarm 
workers living in farm households. In 1955 (April), 36.6 per cent of 
the employed persons in farm households were in nonagricultural em- 
ployment. Only five years earlier, the comparable figure was 30 per 
cent. The farm population was an eighth smaller in 1955 than in 1950. 
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Thus a large part of the retreat out of agriculture since 1940 has meant 
actual physical migration only to the extent of traveling to work and 
back each day. 


Tangible Productive Assets 


A full measure of agriculture’s magnitude, however, requires in- 
cluding its land and capital goods as well as its labor force, the capital 
goods being largely stored-up labor used in further production in the 
form of land improvements, seedings, orchards, growing timber, farm 
buildings, farm equipment, productive livestock and workstock, etc., 
and comparing this with a parallel summation for nonfarm assets used 
in production. This can be done with only rough approximation, as in 
Table II. The most serious difficulty arises from the changes in the 
price level, particularly as it affects different types of assets. It is for 
this reason that the three price index series are included in Table II. 
These in general have their high and low points at about the same 
time, but the farm-product prices move over the widest range and the 


TABLE II.—AGRICULTURE’sS SHARE IN TOTAL PRIVATELY OWNED TANGIBLE 
Assets Usep 1n Propuction, 1910 To 1955 


| | Index Numbers 
(1910-14= 100) Productive 


| | Percentage Assets 
| Assets* of Total Per Worker 
| (billions) | (billions) | (dollars) 
Price Estate by Non- 

| | poner Prices | Farmers | Farm | farm 

1910 | 38.9 | 53.0 | 42.3 103 97 104 3,370 | 2,060 
1920 71.4° 139.3 33.8 225 173 211 6,230 | 4,506 
1930; 47.225 | 100.0 | 23.9 | 126 | 115 125 4,650 | 4,160 
140{ 39.8 | 147.2 | 21.3 | 115 | 82 | 100 4,170 | 3,190 
1945 | 71.2 | 165.7 | 30.0 | 154 124 | 207 | 8,356 | 3,745 
1949 | 104.3 250.0 27.3 | 226 172. | 250 | 11,820 | 4,930 
1950 | 102.3 292.0 26.0 236 168 | 258 | 13,630 | 5,567 
1951. 263 193 | 302 | 16,670 
1952 | ‘130.5 370.0 | 26.0 | 258 211 | 288 | 19,180 | 6,790 
1953 125.6 (253 209 | 258 | 19,140 
1954, 120.2 | | 23.0 | 254 | 201 | 249 | 18,480 
1955 | 121.6 | 420.0 | 22.4 | 252 | 206 | 237 | 18,470 | 7,140 


* Agricultural Research and Agricultural Marketing Service data, and Siatistical Abstract 
of the U.S., Table 359. Included in neither farm nor nonfarm are values of dwellings and con- 
sumer durables (including the consumption share of automobiles), public and institutional 
property, monetary gold and silver, and foreign assets. Producer durables are divided between 
farm and nonfarm. 

> Per worker mainly employed in agriculture, in Table L. 

*Not fully comparable with later years. Does not include demand deposits, included in 
part in the series from 1940 forward. 
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farm real estate prices over the narrowest range. The other difficulty 
is that some of the nonfarm assets are difficult to measure and hence 
are not represented in the totals, so that the percentages in the third 
column are all a little high. It is a large enough sample, however, so 
that it indicates change pretty accurately. 

We can probably safely say that at least a good fifth of the tan- 
gible productive assets of the nation are still in agriculture, as against 
only one-tenth of the labor force. Agriculture’s share increased sharply 
in the war years whereas it had been dropping steadily before 1930. In 
1910, the United States was still two-fifths agricultural in terms of pro- 
ductive assets. The next two decades saw this two-fifths reduced almost 
to one-fifth. The first world war contributed to this, and then the great 
surge in the electrical and automotive industries in the 1920’s. The low 
levels of farm real estate prices in the 1920’s and up till 1940 were also 
a strong factor in the relative decline of agriculture’s share in these 
decades. But from 1930 to 1940 the nonfarm component was almost 
stagnant. The advance in the farm component from 1940 to 1950 in- 
cluded a doubling in constant dollars of the investment in machinery 
and motor vehicles. Farm real estate prices per acre rose the same as the 
price level. The relative decrease in agriculture’s share since 1945 is due 
to the great burst in industrial and urban expansion that set in after the 
war and early postwar years. This effort was centered on military out- 
put during the war. The farm component can be expected to decline still 
further in the next two decades. 

Per person in the labor force, productive farm assets in 1950 and 
since have been around 2.5 times those in the nonfarm sector, as com- 
pared with about 1.6 times back in 1910. In the two decades following 
1910, the farm and nonfarm productive assets per worker came pretty 
nearly into balance as a result of the rapid industrialization and mech- 
anization of our country in that period. The sharp reversal to 2.6 times 
the productive nonfarm assets per worker came in only the twelve years 
from 1940 to 1952. The mechanization of farming and the accompany- 
ing decline in the farm labor force account for most of this. 

If the assets per worker were figured in terms of the number of 
workers including off-farm workers, given in the third column of Table 
I, they would be $11,000 instead of the $13,630 in Table II. The true 
figure is part way between these. But the course of change over the 
decades would be very little different. 

Comparing the changes in percentage of the labor force in agriculture 
in Table I with the changes in Table II in percentage of total produc- 
tive assets in agriculture over the whole period from 1910 to 1955 
thus brings out one sharp difference, namely, that whereas the two 
series declined together to 1940, the farm labor percentage then dropped 
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sharply for a spell while the farm assets percentage turned upward. 
They are now declining together again. 

Not included in productive assets in the foregoing are the quick- 
turnover or circulating types of capital goods—on the farm, the com- 
mercial fertilizer and lime, the sprays, the feed for livestock, the fuel 
and oil used with the tractors, and the like. Much of the feed used by 
dairy and poultry farmers is today a commercial product in part. The 
counterparts of these in the nonfarm sector are the raw materials of 
industry, the fuel and power used, the merchandise purchased by whole- 
salers and retailers, and the like. Any comparison of these magnitudes 
for the farm and nonfarm sectors must take account of the rate of turn- 
over, or the time period between purchase of the supplies and raw ma- 
terials and the sale of the final product. This would be too large a task 
of estimation for this occasion. It can be pointed out, however, that 
these types of capital goods are playing a larger and larger role in ag- 
riculture. They were a half larger in 1950 than in 1940 after adjust- 
ing for the rise in prices. 


Gross and Net National Product 


The measures which combine labor force with other productive 
agents are of course either total inputs or total outputs. The total in- 
put measure is dangerous to use because only arbitrary values can be 
assigned to family labor and some of the other input factors. Total out- 
put of course includes the effect of any changes in the input-output func- 
tion because of changes in technology, managerial ski!l, and the like. 
Nevertheless, it is the best one to use. In Table III are the estimates of 
farm gross national product and total gross national product (GNP) in 
terms of current dollars with the accompanying percentages, and paral- 
lel data for farm and national net product. The year 1929 is included 
along with 1930 because 1930 was a depression year. A gross product 
summation for a particular industry must be in terms of the value added 
by that industry. Otherwise the separate industry totals cannot be com- 
bined without a large amount of double and even triple counting. Still, 
the term “gross” applied to the product of a particular industry needs 
to be clearly understood as differing from the net product for that in- 
dustry only in that no deductions have been made for capital consump- 
tion, depreciation, and the like. Agriculture’s percentages of the na- 
tional total are slightly lower in terms of net than of gross product 
because of agriculture’s larger use of capital goods especially from 1940 
on, and hence larger capital consumption. Except for this, the series 
for gross and for net product run in close parallel, and the gross product 
will serve our purpose best. 

In Chart I, the three series of agriculture’s share which we have been 
exploring, the share in the labor force, the share in tangible assets used 
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TaBLe IIT.—AGricuLtuRE’s SHARE OF Gross NATIONAL Propuct (GNP) 


AND Net National Propuct (NNP) 


F Percentage Percentage 

| Gross rp Farm of Net Farm Net Farm 
Year National N ened National National National of Net 

| Product* Gross Product* Product® National 

Product Product 
1910 | 36.7 5.9 16.1 29.5 5.3 18.0 
1920 85.0 12.3 14.5 76.0 10.6 14.0 
1929 | 104.4 9.8 9.4 95.8 8.6 9.0 
1930 91.1 7.8 8.4 82.6 6.6 8.0 
1940 | 100.6 6.8 6.8 92.5 5.8 6.3 
1945 | 213.6 16.2 7.6 201.0 14.4 7.2 
1950 285.1 21.1 7.4 264.6 17.2 6.5 
1951 328.2 24.6 45 304.8 20.3 6.7 
1952 | 345.2 23.3 6.7 319.7 18.6 5.8 
1953 364.5 21.7 5.9 336.7 16.9 5.0 
1954 360.5 21.3 5.9 330. 4° 16.4° 5.0 
1955 387.54 354.54 


® 1929-54, National Income Supplement, 1954, U.S. Department of Commerce, p. 164, and 
current issues of the Survey of Current Business. Gross national product for 1910 and 1920 
from America’s Needs and Resources, Twentieth Century Fund (New York, 1955), p. 958. 
Net national product for these years estimated by author. 

© 1910-53, Survey of Current Business, August 1954, p. 22, Table 1. 

° Estimated on basis of data available at time paper was prepared. 

4 Estimated from gross national product and national income data for first three quarters 


of 1955. 


in production, and the share in GNP, are plotted for 1910 to 1955. The 
overriding factor in the situation is that as our country has progressed 
economically, it has devoted a smaller share of its productive effort and 
resources to producing agricultural products, as indicated by the series 
for share of the GNP. Consequently, although agriculture has grown 
with the nation, it has grown more slowly. The comparison in con- 
stant dollars is, for the over-all economy, an increase of 3.6 times from 
1910 to 1953, and for agriculture, an increase of 2.7 times. For the 
period 1929 to 1953, the comparison is 2.1 times for the over-all econ- 
omy, and 1.4 for agriculture. There is nothing abnormal about this 
divergence. But the extent of such divergence is likely to vary much 
among nations depending upon their resources, rate of growth and 
earnings level, and foreign trade. 

The other outstanding feature in the picture of change here pre- 
sented is the rapid substitution of capital goods for labor in the agri- 
cultural input mix since 1940—labor down from 17.1 to 10.0 per cent 
of the national labor force, and the share of productive assets used in 
agriculture up fully as much. The share of the gross national product 
actually increased from 1940 to 1951 along with this substitution, but 
with a booming business economy since and declining prices for farm 
products, the 7.5 of 1951 has shrivelled to 6.0 or below. The develop- 
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ments in the 1950 to 1955 years are of high significance and are there- 
fore shown in detail in the chart. Does the direction of the changes since 
1951 portend the next decade or so, or is it merely a short-run adjust- 
ment to a normal level which will be reached presently? 

It should also be pointed out at this stage that the absolute level of 
agriculture’s share in GNP is not quite as low as the figures in the tables 


% 
40 
Productive 
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Crart I. PerceENTAcE SHARES OF AGRICULTURE IN THE NATIONAL Lapor Force, TANGIBLE 
Assets Usep IN Private Propuction, AND GNP, 1910-1955, witH PRojEcTIONS To 1975 


and charts indicate, because the farm-produced farm products consumed 
by the farm family and the use of the farm dwellings are valued at the 
farm and not at what the farm family would have to pay for them in the 
city. Any accurate comparison of farm and nonfarm output must put 
both on the same basis. In a dominantly urban country, this had better 
be urban rather than farm value. There is also the consumption use of 
the farm automobile charged off partly as an expense in figuring GNP. 
If rectification is made for these three items, the 7.4 per cent of GNP 
in Table III becomes something like 8.4. 


II. Projection to 1975 and Beyond 
Land Use 
In the end we shall want to project the agriculture of the United 
States in 1975 and beyond in terms of labor force, productive assets, 
and gross national product just as we have in 1950-55 and before. But 
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before we can do this we need to analyze output potentials and the 
outlook for demand for farm products. The first potential to consider 
is land and land use, for after all the land is still the basis for agricul- 
ture. Poultry farms may themselves, it is true, use only a little of it; 
but the feed they buy still mostly has to be grown on land somewhere. 
Chemical fertilizers can make a given area of land go further in pro- 
ducing feed and forage, but only within limits. 

In recent years one hears occasional statements that make it appear 
that the agricultural output of this country is greatly limited by the fact 
that it has very little new land to occupy. I quote exactly from Ronald 
Mighell in his American Agriculture, Its Structure and Place in the 
Economy (1955), the first volume of a study sponsored by the Social 
Science Research Council: 

On the supply side, until 1900, the main explanation for expansion was 

the continuing occupation and development of new land resources. By 

1920, nearly all these possibilities were exhausted except for limited 

areas to be developed through irrigation and drainage (p. 6). 


This is a valid statement only if the term “new” is given a special defi- 
nition. 

The most extreme example of this is found in the writings of the 
American historian, Walter Prescott Webb, o: the University of Texas. 
He almost tries to make it appear that once this limit of new farm land 
and takings was reached about 1920, not only did this nation’s great 
era of growth come to an end, but also that of most of Europe.* Webb 
fails to comprehend the full meaning of the economic doctrine of the 
balance between the extensive and intensive margins; that at least from 
1870 on, the intensification of the use of resources behind the frontier 
was a larger part of U.S. growth than the extension of the frontier, and 
by 1900, much more important. The passing of the frontier in 1920 was 
therefore no jolt to the economy whatever. In agriculture, to be specific, 
it weighed much less than the effect in the other direction of tractoriza- 
tion of wheat farming in the Great Plains then underway. 

In preparing the materials for the land-use part of its report, the 
President’s Materials Policy Commission (P.M.P.C.), commonly called 
the Paley Commission, in 1952 drew upon a classification of all the land 
in the United States that had just been completed by the Soil Conser- 
vation Service (SCS).? Of the 478 millions then in cropland, or pas- 
tures in rotation with crops, the SCS concluded that 40 million should 
be converted to permanent grassland to prevent further erosion. But it 
classified 285 million acres now in permanent pasture or in woodland as 


* See his The Great Frontier (1952). 
* See Resources for Freedom, I, 46, and V, 63. 
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potential cropland or cropland and pasture in rotation. The net poten- 
tial addition to the then 478 millions of cropland was 245 million acres, 
making a total of 723 million acres. Considerable of the 285 million 
acres was cropland once, but has been abandoned so long that virtually 
it is new land. 

How much of this land will need to be improved and brought into 
more intensive use, first, by 1975, and then in succeeding decades? This 
will depend in part upon the demand for farm products at the time, both 
domestic and foreign. In what follows, the same assumptions will be 
made as in the P.M.P.C. analysis, except that the since-revised Census 
Bureau forecast of 209.5 million will be substituted for the 193.5 mil- 
lions of population in 1975 assumed in the P.M.P.C. analysis. If gross 
national product and disposable income increase at the same 54 per 
cent rate per capita as assumed in the P.M.P.C. analysis, disposable 
income will increase 110 per cent over 1950 instead of the P.M.P.C. 
projected 96, and consumption of food and other farm products by 53 
per cent instead of the P.M.P.C. 38 per cent. 

A further important factor is that the increase in domestic demand 
for farm products will be weighted considerably on the side of foods 
of livestock origin. According to the revised P.M.P.C. analysis, there 
will in 1975 be 38 per cent more persons eating 17 per cent more meat 
per person and 30 per cent more poultry meat, and drinking 13 per cent 
more milk, than in 1950. This will amount to a total increase of two- 
thirds in the consumption of these three products. On the other side of 
the coin, total consumption of wheat, potatoes, and cotton were pro- 
jected to increase only one-third in spite of a 38 per cent increase in the 
population. The increase in consumption of meat and milk in the past 
few years has been offset a little by a further decline in butter con- 
sumption since 1950, but probably will not be from now on. Consump- 
tion of eggs and cheese is expected to increase at only about the average 
rate for all foods. Over 6 times as many acres are required to produce 
a given number of calories in the form of meat, dairy and poultry 
products as in the form of foods for direct human consumption—cereal 
foods, potatoes, sugar, etc. 

As to prospects for demand abroad for U.S. farm products, the 
P.M.P.C, report deals with this rather summarily, concluding that 
exports will decline from 13 to 9 per cent of total farm output, and 
that imports will rise from 10 to 15 per cent of the same base figure. 
The decline of exports will arise from efforts of other countries to be 
more self-sufficient in foods and fibres, and the increase isi impuiis from 
our peoples’ wanting to buy more farm products abroac with their 
larger incomes—more coffee, tea, fruits, nuts, etc. But agricultural sur- 
pluses have become much more of a problem than they were when 
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the Paley Commission made its analysis, and measures are likely to 
be taken in the next five years or so which may well establish a pattern 
of more liberal trading in the country’s export products, and this 
pattern may carry over into the years following when prices of these 
products at home are closer in line with world market prices. It would 
therefore now seem that exports of farm products may well hold up to 
their present level and even exceed them by a few per cents in the 
twenty years to 1975. 

With the foregoing outlook for demand for U.S. farm products, 
how much of the net available 245 million more acres will be needed by 
1975? Of the 478 million in cropland, only around 350 million has 
actually been harvested in recent -years. The rest has been in the pas- 
ture years of a crop-pasture rotation, or in fallow or idle. The P.M.P.C. 
conclusions were that very few if any more acres will be actually har- 
vested in any one year around 1975 than recently, that the needed in- 
crease in farm output will come partly from increased crop yields, 
partly from improving pastures so that they will carry more head of 
livestock, and partly from more efficient use of feed by livestock; and 
that the increased yields per acre of both crops and pasture will come 
in large measure from converting 80 million acres now in relatively 
poor open pasture into productive crop and pasture rotations with 
adequate erosion control. The rotations will be longer and take the form 
mostly of reseeding with improved grass and legume mixtures. 

The P.M.P.C. report also projected that 10 to 15 million acres of 
woodland will be cleared by 1975, this just about offsetting the expected 
loss of cropland to urban and highway uses. 

The reason that the needed increase by 1975 in output of farm prod- 
ucts will come from making present acres more productive, rather than 
by bringing more acres into cultivation, is simply that it is cheaper to 
do it this way in most situations. This is true even though power equip- 
ment is now being applied to the clearing, leveling and drainage of land. 
But this will not be true indefinitely in the future unless our popula- 
tion growth levels off at an unexpected rate after another decade or so. 
It is true in the present because we have such a backlog of technology 
not yet put to use. We put part of this to use to give us the increased 
supplies needed by the United States and its allies to win the second 
world war, and to help in the rehabilitation of allied countries after 
the war. Now that these extraordinary needs have slackened we have 
our surpluses. As part of the P.M.P.C. study, the scientists working in 
different lines of agricultural production in the U.S. Department of Ag- 
riculture were asked how much yields per acre, per hundredweight of 
feed, and per animal unit would be increased in the United States if 
technology now known, or almost known, were applied generally. The 


— — bg 
a if 
1 
“4 
| 


as 
3 
aa 


12 THE AMERICAN ECONOMIC REVIEW 


same questions were asked of the scientists in the land-grant agricul- 
tural colleges for their particular states. An average of all the answers 
for all farm products was 86 per cent. Much additional cash outlay 
for equipment, seeds, fertilizer, sprays, and buildings in some cases, 
is needed to apply these new technologies, but the added return, even 
under average management, is much in excess of the outlays as long as 
the supply of the product does not press on the market and depress 
the prices too sharply. 

To demonstrate that the foregoing is not just speculation, a group at 
Harvard University, working in close collaboration with six New Eng- 
land state agricultural experiment stations and extension services and 
the U.S. Department of Agriculture, made careful case analyses of a 
sample of 241 dairy and dairy-combination farms in fourteen repre- 
sentative areas in the six New England states.* These analyses identi- 
fied for each of these farms a set of changes or adjustments which the 
operators of these farms said in 1947, 1948, and 1949 that they were 
willing to undertake as a means of increasing their farm output and 
income. These changes consisted in the main of improving their crop 
and pasture land so as to increase its yields, thus being able to feed 
more cows and raise more of the replacements for their herds, at the 
same time improving the quality of the forage and feeding more of it 
so as to get larger outputs per cow, and using more power and ma- 
chinery so as to get a larger output per worker. The adjustments thus 
identified were projected to increase the net incomes of these farms 
by a half in the five to ten years it would take to make them. They 
would increase the output of milk by more than 40 per cent. 

At the end of only three years, 146 of the farms had progressed to 
the point of having made over half of these adjustments and had in- 
creased their net incomes by 50 per cent with only a slight increase in 
the labor input. Only 35 of them had made little or no headway in the 
adjustments and were still farming pretty much as before. Many of 
these were farmers who already had pretty good incomes and had little 
interest in further exploiting their opportunities. Others were of the type 
too conservative to move off dead center. The remaining 60 were af- 
fected by major changes in agriculture, such as the following: two 
farmers had died; four had consolidated with other farms; seven had 
sold out and bought farms with more possibilities; 25 had shifted to 
full-time or part-time off-farm work; in nine a son or partner had left 
the farm for off-farm work; six had shifted to poultry or other lines 

* Wheeler, R. G., and Black, J. D. Planning Successful Dairy Farms in New England 


(Cambridge, Harvard University Press, 1955). This study was financed by the Charles H. 
Hood Dairy Foundation. 
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of production. But this was a period in which off-farm employment was 
easy to find and poultry production was expanding rapidly.‘ 

A recent analysis of 47 relatively small cotton, corn, hog and cattle 
farms in a small tributary watershed in western Tennessee by Fred 
R. Robertson, then of the Tennessee Valley Authority staff, indicates 
that these farms could increase their net annual earnings from well un- 
der $1000 to nearly $3000, mostly by some combination of the follow- 
ing fitted to each farm: 

1. Raising the yields per acre of corn and cotton by fuller and better 
use of fertilizer, by better adapted varieties or hybrids, by better con- 
trol of insects, and by using winter vetch as a green manure and cover 
crop. 

2. Establishing permanent pastures of white Dutch clover and fes- 
cue on the bottom lands, and of sericia lespedeza and Bermuda grass 
on the slopes. 

3. Temporary summer pasture of sweet sudan grass and millet. 

4. Winter grazing of crimson clover and winter oats. 

5. Liberal liming and fertilization of pasture and hayland. 

6. Larger herds of beef cattle and hogs to use the much larger 
supplies of feed, forage, and pasture, and a few more dairy cows. This 
is an area which is too far from cities to have a market for fluid milk. 

7. Better quality of cattle and swine, two litters of pigs a year in- 
stead of one, and better feeding. 

8. Planting pine trees on about a sixth of the area, on land now idle 
and grown up to weeds and poor grass. These pine stands aré projected 
to earn an average of $10 per acre per year over their fifty-year growth 
cycle. The roughest land will be left in hardwood, and even under good 
management will yield less than a dollar per acre per year. 

These farms will still have incomes that are too low because they are 
too small. The most rational way of enlarging them at the start is to 
have the more promising of them buy out the smaller and weaker ones 
and thus help these poor families to migrate to better opportunities. 
Thus enlarged, the farms remaining will depend less on intensive hand- 
labor crops like cotton, and increase the amount of land and capital 
goods used with each worker. 

These Tennessee farms, however, are already diversified much more 
than the usual cotton or tobacco farms in the South. It is not that these 
farms normally need to reduce their acreages of cotton or tobacco. 


‘At the end of six years, 12 of these farms in one of the Vermont areas had increased 
their net returns by a half, as against virtually no gain for 12 in an adjoining county, 
matched very closely with them except that they received no planning guidance. Mimeo- 
graph, R. H. Tremblay, University of Vermont. 
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What they need is a hundred acres or more of additional land per farm 
on which they can grow feed and as pasture for livestock, and power 
equipment with which to handle this land, mostly in periods of the year 
when they are not doing cotton or tobacco work. 

Small low-income farms like these in Tennessee and most of the 
South are not, of course, limited to this region. There are sections where 
they are common in almost all the states, even in Western Pennsyl- 
vania and conspicuously in blocks of counties in southern Illinois and 
Indiana and southeastern Ohio. In fact, farming of this order prevails 
in the mountain and Piedmont belt of the Appalachian chain and its 
extension all the way from Maine to the Ozarks in Missouri and eastern 
Okiahoma. There is much low-income farming in the northern cut-over — 
and sandy outwash areas of the Great Lakes states. 

In 1950 more than a fourth of the farms of the United States clas- 
sified as “commercial” had product sales of less than $2500, and more 
than an eighth had product sales of $250 to $1200. Another 30 per cent 
were classed as “part-time” or “residential” because their operators 
worked off the farm more than 100 days, or sales of farm products were 
less than $250 or less than the off-farm earnings. A large fraction of the 
part-time farmers have off-farm earnings that make up fully or largely 
for the deficiencies in their farm returns, and part of the residential 
farmers have important other sources of income. They may be essen- 
tially retired farmers or even landlords, for example. Sixty per cent 
of the part-time farmers reported owning automobiles in 1950, and 
50 per cent of the residential farmers, as compared with only 40 per 
cent of the lowest-income group of commercial farmers. All told, more 
than a third of the 5,379,000 farms reported in the 1950 census had in- 
comes pretty close to the subsistence level on farms with too limited re- 
sources in their present state of development, and a majority of these 
had too few acres even if these were fully utilized. 

The number of these small low-income farms has been declining 
relatively, at least since 1940. Just how much is difficult to state be- 
cause of changes in the Census definition of a farm. The decline has 
been most marked in the years 1950-55. The Census of 1954 reports 
600,000, or 11 per cent, fewer farms than in 1950. Nearly two-thirds of 
this decrease was in the number of Class V and Class VI commercial 
farms, that is, of farms with product sales of less than $2500 in 1954. 
Half the decrease was in farms of less than 50 acres. By 1975 it now 
seems reasonable to expect that half of the remaining small low-income 
farms will have disappeared as separate farms, and that the Census that 
year will report not more than 3.8 to 4.0 million farms, counting in the 
part-time and residential farms the same as now. 
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Labor Force 


We are now in a position to project the labor force, productive as- 
sets, and gross national product of agriculture in 1975. With respect 
to labor force, it is of interest that Colin Clark, in a review of the 
P.M.P.C. report in the Review of Economics and Statistics in August 
1954, predicted that by 1975 only 2 million workers will be left on 
farms in the United States. He arrived at this forecast by projecting 
forward geometrically the 13 per cent decline between 1950 and 1953. 
_To begin with, the available data indicate no decline in the farm labor 
force in 1954 and 1955, so that the 13 per cent over five years is only 
2.6 per cent a year instead of 4.7; and to project forward in the same 
chart the decline from 1940 to 1953 would give something like 3.5 mil- 
lion in 1975. But we in this country all recognize that the movement 
from the farms after 1940 was unduly large because it had been un- 
duly small in the 1930’s and because of the war. Projecting forward 
on the basis of the decline in the two decades from 1930 to 1950 would 
give a figure of around 5 millions, 1 per cent a year figured geometri- 
cally. These 5 million workers could be employed on 4 million farms, 
an average of 1.25 workers per farm. 

Whatever rate of decline is projected forward, it will eventually reach 
the zero line and we shall have no agriculture left, all of our land hav- 
ing grown up to weeds, grass, brush and trees. Nothing more than an 
arithmetical projection of the line of descent in Chart II from 1850 on 
would bring it clear to zero by 1975. Of course this line will begin to 
level off presently. But some have been saying this ever since 1900. 
When will this leveling off begin? The projection labeled (a) in Chart 
II indicates my conception of this, in contrast with Clark’s labeled 
(b). Projecting forward the 1850-to-1940 decrease, or that of 1930 to 
1950, would give a zero point about the same as Clark’s. 

Any projection of the farm labor force must, of course, take into 
account the rate of substitution of capital for labor in agriculture. Stud- 
ies of the integration of the use of labor and machinery that Harvard 
University has been promoting in recent years, aided by a grant from 
the Ferguson Foundation, in five major type-of-farming regions, indi- 
cate that most farmers cannot afford not to use the power machinery 
they are now using, but having it they profit much by using it on more 
acres with more livestock. This suggests that the absorption, now under 
way, of small farms by more nearly economic family-size units will con- 
tinue to be increasingly larger in terms of acres, and much more so in 
terms of output. Some of the absorption will, of course, also be by 
larger than family-size farms, but little so far indicates that this will 
be a large factor in the situation. Also offsetting this latter in part is the 
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increasing development and use of power equipment fitted to smaller 
farms. The Census data for 1954 indicate that 60 per cent of the farms 
had one or more tractors, and 45 per cent had one or more motor trucks 
at the time of the enumeration. The net effect will be a further reduction 
in the number of farms and probably a reduction in farm labor force 
per farm along with this. The following data are pertinent in this con- 
nection: 


Farm Labor Labor Force 


Number of 


Farms Force per Farm 
1910 6,361,000 | 11,592,000 | 1.82 
1920 6,448,000 11,449,000 1.78 
1930 6,289,000 10,161,000 1.62 
1940 6,097 ,000 , 9,540,000 1.57 
1950 5,382,000 7,507 ,000 1.40 
1955 4,782,000* | 6,583,000 1.37 


* Preliminary. 


Thus, even while the number of farms was holding about even from 
1910 to 1930, the labor force per farm was declining a little because 
more members of the family were in school, or engaged in off-farm 
work, and a little less labor was being hired. An average labor force 
of 1.25 workers per farm in 1975 looks plausible indeed. 
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It is not only power and machinery that is being substituted for man 
labor; fertilizers and lime, pesticides, improved seed, and better feed- 
ing practices and the like commonly increase yields well out of propor- 
tion to the increase of labor entailed, and thus in effect substitute capi- 
tal for labor. In 1950, the cash outlays for feed, seeds, fertilizer, lime, 
sprays, feeder cattle and hogs, hatching eggs and chicks, fuel oil, irri- 
gation water, and other purchased items were nearly 40 per cent of the 
value of the farm output; in 1920 they were only a little over 20 per 
cent of it. On a large truck farm in the East, the outlays on “chemicals” 
(fertilizers, sprays, etc.) are larger than those for labor. 

Involved in the distribution of the labor force between farm and non- 
farm sectors is not only the obvious basic factor that food is making 
up a smaller and smaller part of human consumption, but that more 
of what is spent for food is not spent for the food itself, but for the 
processing and the marketing that go with it and for meals eaten out- 
side the home. The consumers of this country have been spending 
slightly more than 25 per cent of their disposable income for food since 
the second world war. If their disposable income increases 54 per cent 
per capita by 1975, and they consume only 11 per cent more food per 
capita, as the P.M.P.C. report projects, they would -be spending only 
18 per cent of their disposable income for food. But this would be 
a phenomenon the like of which has seldom been witnessed in modern 
times. What we can expect instead is that a good part of the difference 
between the 18 and the 25 per cent will be spent in buying more of 
what goes with the food and this will add further to the nonfarm labor 
force. 


Projection to 1975 


The projections to 1975 in Chart I are based upon the following 
further analysis. First, a farm labor force of 5 millions is definitely ac- 
cepted as most reasonable to expect, with the number of farms be- 
tween 3.8 and 4.0 millions and between 1.25 and 1.30 workers per 
farm. Next, the percentage of the farm population that works on farms 
is reduced from 26.5 in 1950 to 25.0 on the expectation that still more 
members of farm families will work at nonfarm jobs. This will mean a 
farm population of 20 millions, or 9.5 per cent of the total population, 
matched against 13.5 per cent in 1950. If 40 per cent of the 189.5 non- 
farm population are on the nonfarm labor force, the same as in 1950, 
this will make a nonfarm labor force of 76 millions compared with 59 
millions in 1955. Of the total labor force of 81 millions, around 6 per- 
cent will be employed on farms compared with 10 per cent in 1955. 

The value of the farm land and buildings, equipment, livestock and 
other productive assets per farm worker will not continue to increase 
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at the rate of the decade of the 1940’s but will nevertheless increase 
considerably by 1975. The use of fertilizer, feed, and other rapid- 
turnover capital goods will increase still more. It is projected in Chart 
I that the productive asset will represent no larger a share of the na- 
tional total in 1975 than 12 per cent. Involved in such a projection is 
the difficult matter of what is going to happen to land prices relative 
to the general price level, and along with this, the relative level of 
prices of farm products, which will be discussed in the next section. 

Given the foregoing shares of the nation’s labor and productive assets 
in 1975, what can we expect of agriculture’s share of the gross national 
product? In balance, it would seem that the lowering of farm price 
levels now under way, except as droughts or wars intervene, plus 
strengthening of efforts to shift land out of surplus lines, and particu- 
larly to grassland farming and livestock production, plus strengthened 
effort to expand domestic consumption, especially of livestock products 
among lower-income families, all of this really being forced on Con- 
gress and the administration, plus the lowering of costs, are going to 
bring farm prices and receipts from marketing into better balance with 
cash outlays year by year from 1956 on, with the result that the de- 
cline in agriculture’s share of GNP will begin to be checked a little 
in another year or two, and this trend will strengthen a little from 1960 
on. But given no war years and relatively stable business conditions, 
the curve of decline will by no means flatten out. This nation will con- 
tinue to be less and less an agricultural nation. The 5.9 per cent of the 
GNP in 1955 may fall as low as 3.5 per cent by 1975; but 4.0 will be 
a safer projection. A major factor in the answer will be whether our 
people will prefer more output of go~ds or more leisure as they go 
forward, and whether their way of using this leisure will call for large 
outlays, like travel, or for more quiet and peaceful living. 


Beyond 1975 


The projections thus far have been carefully centered on 1975 in 
order to give them unity. Even looking ahead no farther than this, 
some very large assumptions have had to be made; one not mentioned 
is that there will be no revolutionary innovations such as might arise 
from the use of nuclear energy. Events and developments of these sev- 
eral sorts which have been assumed away may be almost all-determina- 
tive in another twenty-five years after 1975. Nevertheless, some looking 
into the farther future lends insight into the near at hand. 

The actual innovation process tends to be gradual in agriculture. For 
some particular crop, it may prove fast enough to double average 
yields per acre in ten vears. The average cotton yield per acre of 440 
in 1955 is 70 per cent higher than the vields of around ten years ear- 
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lier. Recent potato yields are 70 per cent above those of around ten 
years before; recent corn yields a fourth higher. In particular special- 
ized areas, the yields may have doubled in ten years; for example, po- 
tatoes in Aroostock County, Maine. In none of these cases has a large 
expanding market been available. The increased efficiency in broiler 
production, however, has been favored with a rapidly expanding mar- 
ket, and thus with more than a five-fold increase in output since 1940. 
But when these amazing gains are averaged in with the vast bulk of 
total agricultural output, only under exceptional circumstances such as 
since 1940 is the rate of output gain accelerated much. 

To illustrate the foregoing, consider the possible impact of the de- 
velopment of nuclear energy upon agriculture. Until such time as this 
can be used advantageously in place of fuel oi] in farm machines, its 
impacts will be principally a speeding up of the process of developing 
improved varieties and hybrids of plants and of control of pests on 
the farm and of infestation and spoilage of products in storage. This 
speeding up will intensify the “surplus problem” and make it the more 
necessary to develop and use a realistic procedure of adjustment of 
agricultural production to the market. But it will not turn agriculture 
upside down. 

First as to the population base for this longer future. It seems most 
rational to expect that rates of population increase in our own country 
will slacken gradually, but not, except for some nev development, get 
back to the levels of the depression 1930’s. The arts of agricultural 
production and development of our land resources will, however, be able 
to advance fast enough to permit a steady rise in the level of food 
consumption in the country, and also of clothing as far as the cotton 
part of it is concerned. This does not mean that over the longer pull 
the prices of farm products may not advance more than prices in gen- 
eral, as indeed they have over the long-run past. If they do, it will be 
because agricultural land resources are after all somewhat limited, and 
basic science and its applications may not, as was true in the past 
century, make as much progress in agriculture as outside of it. But re- 
sults of this kind will probably not appear much before the end of the 
twentieth century. What we may get instead is periods of perhaps a 
decade long when agriculture slackens its advance too much and prices 
are too high, in reaction to having advanced too fast for a while, with 
surpluses and too low prices in consequence, as perhaps in the last 
few years. 

The foregoing is solely in terms of food and cotton and population 
considered for the United States as if it were isolated from the world. 
What about the larger needs and demands for our farm products in 
other parts of the world? The answer to this question so far as the 
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United States is concerned lies largely in how much of other goods we are 
able and willing to import from the rest of the world, or how much we 
spend in travel abroad or in foreign investments. In the aggregate these 
countries cannot buy food materials and cotton from us unless we give 
them some buying power by buying from them. Individual countries, or 
groups of them, can of course do so by triangular exchange, but not all 
of them together. As our country advances farther its people will want, 
and with some products definitely need, more and more from other 
countries. But still there will continue to be, for as long as we can see 
into the future, a strong limitation on foreign demand for our farm 
products. Most other countries will meet their needs for more farm 
products in part by improving their technology and their agricultural 
resources, in part by trade with other parts of the world with resources 
much more undeveloped than ours—with Africa, for example—and in 
part by reductions in their birth rates. The key to this latter will be 
the further extension of communication until almost all families every- 
where are brought within the range of talk about health in general and 
family size in particular. What is now happening to birth rates in Italy 
and Quebec will be happening in more and more countries. All this 
adds up to a prospect for very little larger sales of our farm products 
to other countries after 1975 than before, even though this nation has 
more than its share of the good lands of the earth. 

What I have said should point to the foolishness of the computa- 
tions of world yearly totals of food supply and population, as if the 
world’s population were feeding out of a common focd trough. I re- 
gret to say that the Food and Agriculture Organization and the United 
Nations are still inclined to do this. 

As will be developed later, what will be the composition of the 
export farm product-mix will depend in part on public agricultural 
policy and programs. For example, if the policy of subsidizing, by 
means of quotas and price supports, hand- and mule-labor cotton- 
growing in the Old South is continued, cotton exports will decline 
because the ret'irns to cotton labor will be so low, even with the price 
supports, that this labor will move out of the South at augmenting 
rates. Even now, many cotton farms in the Old South are not using 
their full quotas. The families have found better employment than 
growing cotton. Tobacco will in time have the same experience. But 
in a free world market, the mechanized cotton growing of other parts 
of the South and West can probably compete with that of any other 
part of the world. 

The decade after 1975 will, in any case, show further disappearance 
of low-income farming. What will be left of it after the year 2000 will 
be only that of older farmers and their wives with simple wants who 
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still prefer a self-contained rural way of living. Their sons and daugh- 
ters will, in most cases, have already left for other parts. 

The projections of a decline to 3.8 to 4.0 million farms in 1975 is 
not to be taken to imply a further decline indefinitely from that date. 
At some time not far off, possibly even a little before 1975, the rate of 
decline in number of farms is likely to slacken and then level off; and 
after that there may be a slow, small increase in number of farms. The 
further growth of population and income is going to mean a growing 
demand for products of the farm that will require more acres in culti- 
vation in addition to higher yields. This can all be provided for by 
enlarging the area of existing farms. But some of it will take the form of 
developing: new units in tracts not now being farmed, or converting 
grazing land to cropland in some tracts. The numbers of these may, 
however, be offset and more by further enlargement of family farms in 
present tracts. On balance, it would seem that a small increase in num- 
ber of farms may set in before the year 2000. 

It should be obvious that nothing in the foregoing indicates a 
disappearance of the family farm in the United States. What will 
disappear in a large way eventually will be the less than family-size 
farms. Part of this will come before 1975. There will still be left the 
part-time and residential farms, perhaps as many as now, but they 
will be of considerably different descriptions, and will generally sup- 
port levels of living that are pretty comparable with those of family- 
size farms in the same areas, counting in their off-farm incomes. The 
largest decline will be in the Class VI and V commercial farms. Those 
left will be mostly older farmers content with or preferring a simple 
rural life. 


III. Welfare Aspects 


We next need to consider what the foregoing means for the welfare 
of the people of the nation as a whole and then of the agricultural 
sector of it. 

First of all is whether what was once a great agricultural nation 
should be concerned over having agriculture presently engage only 6 
per cent of its labor force, use only 12 per cent of its tangible assets 
used in production, and turn out only 4 per cent of its gross national 
product. 

There are many, even a considerable fraction of those in the world 
who consider themselves economists, who hold that there is something 
special about agriculture that makes its prosperity and well-being 
vital to the nation. One group of these are economists who hold more 
or less to the belief that “depressions are farm led and farm fed,” or 
at least that farm income and /or farm prices have a more potent effect 
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on the general economy than movements in either labor or business 

earnings. Another group are political scientists who hold that the in- 

dependent family farm is a nation’s bulwark of democracy, a position re- 

stated recently by A. Whitney Griswold in his Farming and Democ- 

racy (1948). It may be remembered that Thomas Jefferson went 

farther and said that farmers “are the chosen people of God—whose 

breasts He made his peculiar deposit for substantial and genuine 

virtue” (quoted from Griswold). The political circumstance which is 

| of most significance in this country is that the thinly populated domi- 

| nantly agricultural states like Vermont and Nevada have as many 
votes in the Senate as New York and California. 

The political aspects of our subject, however, are reserved for the 

. end. The central welfare question on the economic side is how agricul- 

| i] ture fares in the distribution of the nation’s income. How early in the 

nation’s history political agitation in these terms began, and the course 

it has followed, would be tedious to trace. Suffice here to say that it 

was already pretty fully blossomed in the Equity Movement in the 

: very first years of this century. If your library has a book called The 

; Third Power by J. A. Everett, you will find clearly stated in it the 

doctrine that the farmers are feeding the rest of us at an unfairly low 

price, and that the only recourse for them is to organize themselves 

into a “Third Power” and battle with Labor and with Business. The 

first Secretary of Agriculture Wallace and his economists resumed 

this line of talk in the price break of 1920-21. His chief economist 

Henry Taylor called it the “new agricultural economics” whose object 

_ was to obtain for the farmers their “fair share of the national income.” 

ree The measures presented to Congress in the 1920’s had this objective. 

yy This particularly describes the two McNary-Haugen Bills passed by 


,, 4 e Congress and vetoed by President Coolidge. The name in those years 
: ou for the fair prices that would give farmers their fair share was “fair 
: exchange value.” The Agricultural Marketing Act of 1929 ostensibly 
ee a had the same objective, but it provided very different procedures for 

. J attaining it, procedures which came sadly to grief from 1929 to 1932. 
. The Agricultural Adjustment Act of 1933 translated “fair exchange 
value” into “parity.” It too had a fair share for the farmer as its 
objective, but this was to be obtained more gradually and mostly as 
a result of production adjustments. 

Farm prices improved rapidly from 1933 to 1937, and then broke 
again with the minor business recession of 1933. The measures adopted 
in these years, particularly in 1933-36, were conceived, or at least 
evolved largely, within the executive departments of government. From 
1938 on, the farm bloc in Congress took over the writing of the agri- 
cultural reform legislation, and shifted it to a price support basis. By 
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1939, a definite standard of 90 to 90% per cent of parity for the basic 
commodities had been established, and in 1942, provision was duly 
made for supporting these prices at this level for two years after the 
war was declared to be officially ended. As for agricultural legislation 
since the war, suffice to say at this point that even though the last Con- 
gress did not succumb to strong pressures to re-establish a rigid full 
parity standard, still the belief is strong among a good majority of 
farmers that agriculture does not receive its proportional share of the 
national income, and very many of those so believing stand ready to 
have the government take pretty arbitrary measures to help them get 
this proportional share. 


Income Shares—Secular Changes 


Table IV presents the most pertinent available data as to agricul- 
ture’s share in the national income matched against the changes in 
the shares in the economy presented in Tables I, II and III. This table 
can be summarized simply as follows: 

Ratio of Ratio of Ratio of 


1954 1954 1954 

Agriculture’s Share of the National: to 1910 to 1940 to 1950 
Population 39 58 82 
Labor Force 32 59 85 
Productive Assets 54 106 88 
Income 36 75 73 
Gross National Product (GNP) 37 87 . 80 
Net National Product (NNP) 28 79 77 


These comparisons over time say in effect that over the whole period 
since 1910, the decline of agriculture’s share of income and of GNP 
have closely matched those of population and labor force, but that the 
decline in agriculture’s share of NNP has been somewhat greater, 
probably because of the capital costs involved in the relatively larger 
share in productive assets. For the years since 1940, however, agricul- 
ture’s share of income, GNP and NNP, have declined much less than 
of population and labor force, probably partly because of the increase 
in share of productive assets. For only the years since 1951, how- 
ever, the income znd product shares have declined more than those of 
labc> and the other input factors. 

Much the same story is told by Chart III, appearing in the new 1956 
Outlook Chartbook of the Department of Agriculture, in which Farm 
Income and National Income are plotted as index numbers with the 
high incomes of 1947-49 as the base equal to 100. All the way from 
1921 to 1949 the two income series run roughly togeter even though 
agriculture’s share of the labor force was declining from 27 to around 
12 per cent. What this chart really shows is that somehow or other from 
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1921 to 1949, agriculture, measured both in physical volume and price, 
grew at roughly—very roughly—the same rate as the economy as a 
whole. The extent to which it fell behind in the 1930’s was made up 
in the war years and after. The stagnation of the economy as a whole 
in the 1930’s had much to do with agriculture’s keeping up in these 
years. But with the economy now surging forward with great vigor, 
and no war or defense demand for our farm products abroad, agricul- 
ture cannot possibly keep up with the rest of the economy. That it did 


TABLE IV.—AGRICULTURE’S SHARE IN THE NATIONAL INCOME MATCHED AGAINST Its SHARE 
IN THE PoPULATION, LABOR Force, TANGIBLE AssETs USED IN PRODUCTION, 


Agriculture’s Share 
(per cent) 


National* Farm? 

Income Income | | 
(billions) | (billions) | National] Popula- | Labor4 — 

Income tion® Force 


31.1 
27.0 
20.9 | 23.9 
17.1 21.3 
11.9 26.0 
11.2 
10.8 26.1 
10.3 
10.1 23.0 
| 13.5 | 10.1 22.4 
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* The Farm Income Situation, U.S.D.A., October 31, 1955, Table 5. 

> Ibid., Table 3. Include wages paid hired farm workers living on farms as well as net farm 
operating income. 

© Ibid., Table 6. 

4 Table I. 

* Table II. 

Table III. 


keep up in the period from 1929 to 1949 was in truth due only to ab- 
normal circumstances. If it gets too big physically and produces too 
much, the prices sag, and values of output decline as they have since 
1951. The normal for the years since 1948 should have been a rounding- 
off of the advance, not a decrease. 


Per Worker 


Earnings and income data such as in Table IV and Chart III need 
to be expressed on a per-worker basis in order to reveal their full mean- 
ing. This is done in Table V. First, a comparison in terms of change 
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over time. Returns per farm worker increased, in terms of current 
dollars, 5.4 times between 1910 and 1954, 4.0 times between 1940 and —~ 
1954, and 7 per cent between 1950 and 1954. In terms of constant whole- 
sale dollars of 1910-14, these three ratios would be 2.3, 1.8, and 0.0. 
The parallel increases per nonfarm worker in current dollars are 4.2, 
2.9 and 24 per cent, and 1.7, 1.3, and 14 per cent in terms of constant 
dollars. Someone may object to deflating farm incomes with wholesale 


TABLE V.—ComPariIsON OF FARM AND NONFARM INCOMES PER WoRKER, 1910-1955 


| Farm Nonfarm | 

| 

| Income* | Labor® | Per Income* Labor? Per 

(billions) | . Force Worker (billions) Force Worker 

1910 $4.7 | 11,542 | $ 407 $ 27.8 25,779 $1,078 
1920 | 9.0 | 11,449 | 786 65.1 30,985 2,101 
1929 | 7.0 10,480 | 668 78.6 
1930 | 5.1 10,101 505 69.2 38,434 1,800 
1940 | 5.3 9,540 556 71.3 46,100 1,547 
1950 | 15.5 7,510 2,063 202.3 55,592 3,639 
1951 18.0 7,050 2,553 230.2 55,830 4,123 
1952 | 17.0 6,800 2,500 246.7 56,191 4,390 
1953 | 14.8 6,560 2,256 261.6 57,253 4,569 
1954 14.3 6,500 2,200 261.3 57,964 4,508 
1955 13.2 6,580 | 2,006 58,828 


* From Table IV. 
> From Table I. 
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prices. If an index of prices paid by farmers for family living items is 
used instead, the constant dollar farm series will be 2.0, 1.7, and —0.4.° 
A main reason for the greater gain in farm than in nonfarm income per 
worker is the greater increase in total inputs used per worker in agricul- 
ture than outside of it, shown in the last two columns of Table II. This 
shows up in an increase in constant wholesale dollars of 2.5 times from 
1910 to 1954 in gross farm product per worker in agriculture, compared 
with an increase of 2.0 times in the nonfarm sector of the economy. 

These determinations of incomes per worker and per farm point to 
a great limitation of parity prices as a standard by which to measure 
farm prosperity and well-being—they leave out entirely the contribu- 
tion to income of increases in output per worker and per farm. 


Per Capita 


A full cu.:parison of incomes and well-being, however, requires that 
farm and nonfarm incomes be put on a per capita basis in terms of 
the populations respectiveiy supported by them, and also that any in- 
come to the farm households from other than farming be counted in— 
such as from work off the farm by any persons living in farm families, 
from interest, dividends and rent receipts, from pensions and social 
security—and similarly for the nonfarm group. This is done in Table 
VI. Such aggregates are not available for the nonfarm sector before 
1934. From 1940 to 1954, the farm income per capita multiplied 3.4 
times in current dollars, and the nonfarm only 2.7 times. If the farm 
people’s income is converted to constant purchasing-power farm dol- 
lars, and the same is done for nonfarm income using cost-of-living index 
numbers, the comparison becomes 1.5 farm and 1.4 nonfarm. It will 
be noted that the per capita farm population income has declined each 
year but one since the 1951 peak. 

In the period from 1934 to 1954, the income from other than farin- 
ing has ranged mostly between a third and fourth of the total income 
of the farm population. In contrast, the income of the nonfarm popula- 
tion from agricultural seurces—rents, mortgage interest, etc.—ranged 
between 1 and 2 per cent of its total. 

For the whole period from 1910 to 1954, total income of the farm 
population has increased 2.4 times in constant purchasing power dol- 
lars, and that of the nonfarm population something less than 2.0 times, 
as near as it can be judged from the available data. 

It is clear from the foregoing that the per capita income of farm 
people has been gaining on that of the nonfarm. But figuring more 


® The Farm Income Situation, 1955, Table 10. 
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TABLE VI.—CoMPARISON OF FarM AND NONFARM INCOME PER CAPITA OF THE 
Farm AND NonFARM PopuLarTion, 1910-1955 


| Farm Nonfarm 
| Income* Population Per Income*® | Population> Per 
(billions) (millions) Capita (billions) (millions) Capita 
1910 | $4.5 32.1 $140 $ 60.3 $ 
1920 8.7 32.0 272 74.5 
1929 7.4 30.6 242 90.0 
1930 5.6 30.5 184 92.5 
1940 8.0 30.5 262 69.6 110.6 685 
1950 20.8 25.1 829 199.5 126.6 1,575 
1951 23.6 24.2 975 247.2 130.2 1,745 
1952 23.1 24.3 951 | 243.2 132.7 1,833 
1955 20.8 22.7 916 258.2 136.9 1,886 
1954 20.0 21.9 913 258.2 140.5 1,838 
1955 19.2 22.1 869 142.9 


* The Farm Income Situation, U.S.D.A., October 31, 1955. Table 3, Net Income from farm- 
ing, including farm wages, plus incomes of members of farm households from all outside 
sources—work off the farm, interest and dividends, social security, pensions, rents, etc. For 
1940-54 only; the earlier estimates are compilations from several sources. 

> Ibid., Table 6. 

Ibid., Table 5. 


importantly in public discussion is the fact that, even since 1950, it 
appears to be only slightly more than half the nonfarm. It is highly 
important, therefore, to recognize fully that. the two series thus con- 
structed cannot be compared directly as they are, for the following 
reasons: 

1. One-tenth of the farm income is nonmoney income—farm-product 
food and fuel and use of farya dwelling—valued at the farm. If a com- 
parison with nonfarm income is to be made, these items must be 
valued on a common basis, and the nonfarm basis will be best in this 
case. This would probably increase the farm income by $700 per farm 
since 1950, or $150 per capita. The best way to handle this particular 
item is to figure what it would cost a city family to buy in the city the 
equivalent of what goods and services the farm family gets from and 
with the farm, subtract this from total city income, and compare the 
residue with the cash income of the farm family. Figured this way, 
the $150 would be increased considerably. 

2. The farm family has a larger fraction of nonworking children to 
support. More children are born to farm than to urban families, and 
large numbers of farm youth migrate to the cities almost at the be- 
ginning of their working years. Adjustments for this would bring farm 
and nonfarm per capita incomes at least $100 nearer together. 
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3. City dwellers have larger property incomes than farm families. 
The adjustment for this needs to be at least $100. 

4. Almost exactly half of the farms in the United States were in 
the three Southern divisions in 1950, where average incomes of the 
whole population are well below the national average. The reason that 
they are lower is by no means simply that they are more agricultural. 
Some of the differences, for example, is due to the one-third lower aver- 
age income of Negroes, by no means all employed in agriculture. The 
average farm income in the South was a third below the national 
average in 1950. By income classes of farms in 1950, 26 per cent in 
the South were classed as residential, with sales of farm products of 
less than $200, compared with 12 in the North; and 39 per cent as 
low-income commercial farms, compared with 22 in the North. 

Adjustment for this fourth item cannot very well be estimated 
because it is difficult to determine how much of the disparity resulting 
from it is agricultural and how much regional. One way of studying 
it is to make the adjustments needed for Numbers 1, 2, and 3 state by 
state and see how much disparity is left in what states. It seems likelv 
that there will not be a great deal left in most of the states in the 
North and West. The remaining disparity in the national averages 
will then prove to be largely a matter of the heavy weighting of agri- 
culture in the South. The adjustment for this may well prove to be the 
largest of the four. It will be large enough, in fact, so that combined with 
the others, the farm and nonfarm per capita incomes will be brought 
within a few or several hundred dollars of each other after these adjust- 
ments are made in the figures. 

One can conclude from the foregoing, therefore, that the greater 
gains made by agriculture since 1910, and especially since 1940, have 
brought per capita farm incomes within striking distance of their non- 
farm counterparts. The how and when will be considered in the next 
section. It may well be pointed out here, however, that this operation 
will not be a fast one. A new generation of farmers will be needed to 
make many of the changes, especially in the low-income areas where 
most of the changes are most needed. But of course one thirty-third of 
a new generation is born each year. Also it will be a long time if ever 
before the two incomes become altogether equal in terms of any money 
values that can be computed. The satisfactions of working for one’s 
self on a farm will continue to offset money income for many born 
and reared on farms. Automobiles and roads, modern communication, © 
television, electricity and refrigeration, modern housing, and the easing 
of the burden of heavy physical farm work through mechanization, are 
rapidly removing the disadvantages of farm life and adding to its 
advantages. 
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Cyclical Aspects 


No one aspect of the agricultural problem has received so much 
emphasis in the recent past as the allegedly great disadvantage which 
agriculture suffers because, due to the general inelasticity of the de- 
mand for farm products, prices of farm preducts fall so sharply when | 
either supply increases or demand falls off. Particular importance is | 
assigned to these effects as they develop at the onset of business and 
postwar recessions. It is time that one really take. an all-square look at 
these relationships in the large, as in Chart IV. This chart, with a base 
period 1910-14 as 100, shows the changes in the total income to Labor, 
Capital, and Agriculture since then. The Capital in this trichgtomy 
includes returns to nonfarm enterprise as well as interest, dividends 
and rents. It is therefore closely identical with what is loosely referred 
to as “Business.” Returns to agriculture reached the lowest level in 
the 1930’s relative to the base, but returns to Capital broke the 
sharpest and fell the most. Most business firms were in the red in 
these years and business failures mounted to 30,000 a year in 1931 and 
1932. Returns to labor fell the least and recovered the most by the onset 
of the second world war. Wages were, of course, very low back in the 
base years 1910-14 and had doubled coming out of the first world war, 
and kept on advancing with rapid increase in output per worker in 
the 1920’s. There was vast unemployment, particularly in 1932, 1933, 
and 1934, but even having one-fourth of the nonfarm working force 
idle, so long as the wages of those employed hold up pretty well, does 
not lower the total earnings of labor anywhere near the extent they 
would be lowered by a break of a half or more in returns to agriculture 
and business. 

Over the whole period since 1910, only in the 1930’s have returns to 
business been set back for more than one or two years, and not very 
much then. Returns to labor have followed in close parallel with re- 
turns to business except that they have gained the most since 1929. 
The magnitude of agriculture’s recent setback should not be measured 
from the exceptional years 1948 and 1951, but rather as down from 
an index of around 325-330, which still means fully one-fifth in magni- 
tude by 1955. Taking the whole period since 1920, farm products have 
been in surplus except in the second world war years and following to 
1948, and the Korean War years 1951-52, as a consequence of: which 
farm incomes have only a little more than doubled in current dollars 
since 1929 while returns to labor have multiplied nearly four times 
and to business nearly three times. 

It is interesting to observe the effects of the foregoing on the sharing 
of the national income in prosperity and depression. The percentages 
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i 1910 1920 1930 1940 1950 1955 
Cuart IV. Inpex Numsers or Net Farm Income, Lasor INCOME, AND RETURNS TO 
CAPITAL AND NONFARM ENTERPRISE, 1910 To 1954, WITH 1910-14 EQUAL To 100 
(GovERNMENT, CIVILIAN AND Miuitary Earnincs Exctupep) 
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following are percentages of the sum of the three incomes, not of total 
national income because military and government civilian incomes are 
excluded. 


Farm Labor Capital 
1929 7.2 56 37 
1932 5.7 69 25 
1939 6.6 62 33 
1947 7.8 60 32 
1948 8.2 59 31 
1951 6.4 61 32 
1955 4.0 65 31 


To be noted most conspicuously are the following: 

1. How much better labor fared, relatively, than business and agri- 
culture in the case of extreme depression such as in 1932. This will be 
even more the case in the future because of social security and com- 
pensation provisions in company-union contracts. 

2. How in the ordinary ups and downs in the economy, capital’s 
share remains pretty stable, whereas labor’s share is a little low when 
agriculture’s is high, and vice versa. 

3. An upward trend for labor and downward for capital and agri- 
culture. 

We are now in position to consider more carefully the connections 
between agricultural prosperity and business cycles, and specifically 
the views of those who believe that business depressions are “farm 
led and farm fed.” Most of you will recall claims that there would have 
been a real recession in 1949-50 except for the farm price supports. 
Statements like these were made repeatedly by several of the agri- 
cultural news commentators in the following years. But with a group 
such as is in this room, a brief and simple statement on this subject 
will suffice and will be very familiar to most of you. The falling off of 
demand which is the first event in the sequence that makes up a 
business cycle is simost always a decline in the demand for industrial 
products, particularly those of heavy industry. This is followed by 
factory unemployment and a decline in the demand for consumer 
goods, including the raw materials of food and clothing. This is likely 
to be reflected in a decline in prices of farm products before very long, 
especially if the recession persists and grows, because of the inelasticity 
of the demand for these products. Quite commonly farm product prices 
weaken rather early in a recession, and they may weaken a good deal 
in two or three years of recession. Farmers and farm households in 
turn reduce their purchases of farm equipment, automobiles, and 
consumer durables. Even though farm and farm family expenditures 
are now only 8 per cent of the national total, certain industries feel 
keenly the loss of farm demand in such a situation. But the effect on 
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total sales of all products is small. It is the decline at the same 
time in purchases of nonfarm producer goods for new investment that 
does the most damage, next the decline in home building and sales of 
house furnishings, then in the sales of automobiles and consumer 
durables, and then in travel and recreation. 

More important than any loss of sales to farmers in such a situation 
is, in Professor Alvin Hansen’s judgment, the effect of the decline in 
farm product prices on the general price level. In fact, Professor 
Hansen goes so far as to say that the break in farm product prices as 
surpluses developed in 1948 was the largest single factor in checking 
the world-wide postwar inflation still going strong.° 

What develops out of such thinking as the foregoing is the general 
conception that breaks in farm prices do not cause business recessions, 
and for similar reasons, upward surges in farm prices do not cause 
business recoveries, but that farm price movements and related events 
or developments within the farm economy may condition more or less 
the depth and duration of a business recession and likewise the course 
of recovery from it. At the same time, the effect that some development 
in agriculture, such as a year of adverse weather, may have on the 
course of a business cycle depends considerably on the character and 
state of the particular cycle at the time. To illustrate, no doubt it was 
the termination of demand for military goods that started the recession 
in 1918-19. But surpluses of export farm products in 1920 played a 
large part in the severe break in farm and other prices that came in 
1920. But Chart IV shows that business returns were very little 
affected by the short break in farm and other prices in 1920. Again, 
possibly the curbing of production controls by a Supreme Court de- 
cision in 1936, or possibly nothing more than a reaction to this plus 
better weather, stepped up agricultural output by 1937-38 to more 
than 10 per cent above its 1935 level, with farm prices falling off even 
more by 1938. The peak in industrial output was in 1937, with a break 
of a fifth in the year following. It is clear that something other than 
agriculture precipitated this recession, but agriculture’s performance 
and rewards in 1937-38 both contributed to and were affected by it. 
It should also be evident that the decline in aggregate farm income in 
the year 1955 is not yet having any depressing effect on business in 
the aggregate. 

The foregoing statements are, of course, all aggregates or averages 
for the nation. Some parts of the country may be much more affected 
by agricultural setbacks than this average, and others considerably 
less. To take the extreme type of case, a small city in the midst of 


* Business Cycles and National Income (New York, 1951), pp. 21ff, 71ff. 
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farming territory will suffer a severe loss in business if farm prices 
fall off a fifth. The farm families may have no money at all with which 
to buy durable consumer goods and farm machinery. A city with 
manufacture of farm machinery as its major industry may be equally 
hard hit. But the steel manufacturing industry of Pittsburgh will suffer 
only that fraction of its total output that is used in farm machinery, 
trucks, and automobiles not bought by farmers because of their loss 
of income. In 1955, such loss has been much more than offset by ex- 
pansion in other lines. 


IV. Problems, Policies and Programs 


By now, we should have laid a sufficient foundation for considering 
what needs to be done about the nation’s agriculture. This will be 
undertaken under three heads: first, the emergency phase—this nation 
really has got itself into a jam so far as its agriculture is concerned and 
must take some vigorous emergency actions; second, the short-run 
phase, a ten-year program designed to get agriculture into balance with 
the rest of the nation’s economy and the world; and finally, the longer- 
run phase—a program designed to keep it in this balance. Of course 
these are not steps or stages following each other. They need to be 
integrated and reconciled with each other from the start. 

Again, even in this section, the treatment will be nonpolitical. 

Of course the overwhelming reason that the 86.5 per cent of the 
people of this country who do not live on farms should want to help 
those who do is that the people who live on farms are part of this 
country and should live as well and happily as the rest of us. Our 
analysis has demonstrated that, considered as one group, they are not 
doing this, even after the publicity released statistics are needfully 
supplemented. Moreover, the income to agriculture has declined about 
one fifth per farm and per farm worker since 1951 while nonfarm in- 
come is continuing its strong advance. 

But another powerful reason that the 86.5 per cent of the nonfarm 
folks should be concerned is that they and the 13.5 per cent of farm 
folks are each importantly dependent on the other. The nature of this 
interdependence needs to be stated more definitely than anywhere in 
this paper so far. First of all, this interdependence is primarily not a 
short-run one associated with the ups and downs of business cycles. 
The interdependence so far as business cycles are concerned is mainly 
one-way—of agriculture upon the rest of the economy to keep fully 
going so that the demand for farm products will not fall off sharply. 
The short-run interdependence of agriculture and the rest of the econ- 
omy is centered upon war and defense. Agriculture must be prepared 
to increase its output rapidly, particularly in these days of world wars 
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when allies too must be fed and clothed. If it is thus prepared, however, 
its production potential easily becomes a peacetime surplus, or remains 
one when the war is over. 

However, it is in the longer-run interrelationships of agriculture and 
the rest of the economy that the “mutualness” is most outstanding. It 
is clear from other statements in this address, and I am sure, from 
Mrs. Wickens’ paper in the Economic Growth II session this morning, 
that in spite of the great progress in the arts of agriculture that agri- 
cultural leaders boast, prices of farm products in 1910 were relatively 
high in historical terms, and in 1950 even as compared with 1910—a 
1950 index of 258 on the 1910 base as compared with 236 for the gen- 
eral price level. 1t may be argued that land is a scarce and more or less 
fixed factor of prcduction and that it is bound to rise in value as the 
man-land ratio rises, and prices of farm products along with it. 
Surely urban land values rise as a city grows, and why noi farm land 
as the urban economy expands’ But it is clear from analysis in Section 
II that agricultura! technology can advance at a rate that makes farm 
land less scarce rather than more scarce. It surely has done so since 
1940, and gives promise of doing so ior the next .wenty years at least. 
Surely, however, to feed and help clothe the 82 millions more nonfarm 
people of the United States in 1950 than in 1900, and do it very much 
better, with almost a half the workers is a tremendous achievement, 
and the nonfarm sector of the economy not only needs to recognize this 
fully, but to stand ready to support all well-conceived measures to con- 
tinue this progress in the decades ahead. 

On the other side is what progress in the sciences and the arts in 
the nonfarm sector mean to the farm sector. Matched against the 
more and better food and clothing that the farms have contributed to 
the cities at only small increases in relative prices are what the cities 
have contributed to the progress in farming and farm living—auto- 
mobiles and motor transport, most of modern power-farming equip- 
ment, commercial fertilizers, modern communication, movies, radio 
and television, modern home facilities, in so far as they have reached 
farm people, and the like. It is true that the basic research for some 
of these was done in the U.S Department of Agriculture and the Land 
Grant Experiment Stations, but the cities paid their full share of the 
cost of this. 

In balancing these two contributions, we must bear in mind that, 
after all, city folks are spending only a fourth of their incomes for 
foods, and more than a half of this one fourth goes to transport, 
processing, and middleman services. A gain of a fourth in the arts of 
producing food on the farm represents, if all is passed on to consumers, 
only a 3 per cent gain in urban living, whereas the same fractional 
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gain in what makes up the other three-fourths of their family budgets 
would add 18 per cent to it. As for farm families, in general they do 
not spend as much as city families on fancy living, but still the non- 
foods make up clearly the larger part of their living. 

There is, however, an interdependency of agriculture and the rest 
of the nation more important than all of the foregoing. This comes in 
wartime. The wars in which our country becomes involved now are 
world wars, and in these it has to provide large quantities of food for 
the fighting forces and peoples of its allies. Our agriculture must stand 
ready to meet these needs. It was able to do this in the last world war 
only because of a large backlog of production potential and even sur- 
pluses already produced. Then came the immediate postwar years of 
relief and rehabilitation of our allies. The United States rendered a 
great service to the Free World in 1940-48. But when the rehabilita- 
tion is over, there is cacess production and there are sharp breaks in 
prices. This country cannot maintain an agriculture ready to expand 
as needed during the wars and rehabilitations without surpluses at 
their end. We can do a better job than we have of getting re dy for the 
readiustment. But still we cannot let agriculture suffer aione at such 
times as now. We must heip it get readjusted. 

In the proposals for the three phases which follow there is nothing 
that has not been proposed before, although there is a good bit that has 
been proposed but never adopted. Any hope that someone will come 
up with a brand new scheme that will solve the agricultural problem 
is fantastic. What is needed mostly is a properly balanced and inte- 
grated combination of lines of action already being followed. In this 
balancing, however, some very large changes in emphasis are needed. 


The Emergency Phase 


The jam into which this nation has got its agriculture is simply that 
the combination of price supports and production control as it has 
been set up and operating has given us a larger and larger output 
instead of reducing output to a level in line with the prices set. Or it 
may have reduced the output of a particular basic crop, only to 
increase greatly the output of substitute nonbasic products. In short, 
production control has very largely broken down and either the stocks 
of the basic products have reached almost unmanageable proportions 
or the supplies of the substitute products have increased till their prices 
are already somewhat low. Unless drastic measures are taken the 
stocks will become still larger and larger and the prices of substitute 
farm products will sink lower and lower. Very few farmers are in 
desperate straits yet because of the price declines. Farm earnings 
were high in 1951 to 1953, not to mention 1946 to 1948 earlier, and 
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most farm families can withstand a couple of bad years as well as, or 
better than, city families can. It is rather the threat of several bad 
years that really creates the emergency, especially for several hundred 
thousand with critically heavy debt loads. 

This kind of impasse was due before long anyway. The experience 
of production under wartime and postwar incentives has only brought 
it to a head sooner. No stronger inducement to expand production can 
be conceived than to say to a farmer who has just marketed a big crop 
at a guaranteed rigid price that we will pay you this same rigid price 
for another big crop like this one. If a limit is put upon his acreage, he 
simply steps up his yield per acre by choosing his best acres, using 
more fertilizer, and by other measures that have become pretty well 
known as a result of wartime efforts to increase output. The remark- 
able increases in cotton yields in the last two years are only in part 
due to favorable weather. Adding marketing to acreage quotas as the 
next step is only halfway effective in keeping down yields. And the 
acreage taken out of cotton may go into corn; out of wheat, into 
grain sorghum; etc. Livestock output in 1955 is 20 per cent above that 
of 1947-49; crop output only 5 per cent. 

The set of related actions needing to be taken to meet this emer- 
gency situation in the next year or two is as follows: 

1. Let prices for the basic products, and designated nonbasics, with 
possibly a few exceptions, be determined in the marketplace, except 
as these prices can be supported by government buying and distribu- 
tion. This distribution to be expanded importantly: (a) Through 
schools—-milk and other foods of livestock origin especially; (b) To 
unemployed and low-income families generally—these same foods, 
: through some certificate or allotment plan; (c) For famine relief 
} abroad, and to finance development programs in backward countries: 

and (d) For stockpiling in the case of any products in which stocks 
are icw 

2. Make compensatory payments to producers to make up the differ- 
ence between sales receipts and what the receipts would have been at 
the modernized-parity flexible prices provided for in present legislation. 
With products now on a quota basis, the compensatory payments can be 
limited to these quotas. Compensatory payments should apply to the 

- products now under price supports and probably a few others. 

3. Step up commercial exports. With market prices in the country 
at the levels that will prevail under Numbers 1 and 2, our farm 
products will be more exportable than now, and selling efforts com- 
bined with this should be more effective than now. 

4. Reduce present surplus stocks cautiously in such a way as not to 
reduce domestic prices more than is highly necessary. 
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5. On the production side, combine a “soil bank” program with the 
present conservation program of the Agricultural Conservation Pro- 
gram, at the same time reducing the extent of dependence on acreage 
and marketing quotas. 

The reason for the emphasis on expanding distribution of foods of 
livestock origin is first that these are coming into most serious surplus, 
and that at least six times as much land is needed for a given number 
of calories of these as for the same number of calories of cereals and 
root crops. A 6 per cent surplus of cereals becomes a one per cent 
surplus of meat, eggs and dairy products if the cereals are first fed to 
livestock. 

Perhaps also it needs to be made perfectly clear that this plan is far 
from being the same as the Brannan Plan, although it does have in 
common with it the compensatory payment feature. A few days after 
the Brannan Plan was offered to Congress, what is here outlined was 
published in a short press story under the charitable title “The Bran- 
nan Plan Can be Salvaged.” If it could have been made over as here 
suggested, and accepted by Congress, much of the difficulty that has 
arisen since would have been avoided. 

A program along the foregoing lines will be more costly than the 
1955 program has been, but only for the first few years. Over five 
years, it should cost very little more. 

Since this section was first written, there has been published by the 
Conference on Economic Progress a pamphlet under the title “Full 
Prosperity for Agriculture,” which proposes a return to rigid 90-per 
cent parity price support and yet to dispose of enough more food and 
other farm products to poor people at home and abroad to balance the 
production that will result, all within the next few years. All that needs 
to be said about this proposal is that it fails to sense the realities of 
the situation both on the production and on the consumption side. The 
food and cotton given away must result in additional consumption, not 
replace what is moving into consumption through existing marketing 
channels, or it will depress prices still further. Guaranteed high prices 
for all that farmers are now qualified, equipped, and ready to produce 
will step up production faster than in 1940 to 1948. There is complete 
disregard in this report of the simple fact that with 90 per cent of 
parity assured, the producers who have adopted the new technologies 
even no more than part way, and these are producing two-thirds of the 
output, will earn large incomes for themselves, and that production 
control has largely broken down as a means of controlling their total 
output of all farm products. 

It is also notable that the income figures in this report make no 
allowance for the reduction in number of farms and farm workers since 
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1950, nor for the noncomparability of the published U.S.D.A. per 
capita farm and nonfarm income statistics. If the chart on the front 
cover were to read “Operator’s Income” instead of “Operators’ In- 
come” the slope of it from 1951 to 1955 would be quite different. 


The Short-Run (10-year) Phase 


The objective over this longer period is to get the agricultural pro- 
duction of this country fully into balance with market demand, in 
general, and product by product. It is here assumed that it will take 
about ten years to get present surplus stocks entirely liquidated and to 
extensify agricultural production on enough land so that surpluses will 
not be arising currently from year to year. The set of related actions 
which need to be taken, properly integrated with the emergency-phase 
actions just outlined, is as follows: ; 

1. The set of flexible prices to be used as a basis for compensatory 
payments needs to be analyzed more fully and tested in actual appli- 
cation. The schedule of adjustment for volume of output should allow 
the total return per unit to fall at such a rate that this return times 
volume of output will give no larger a met return to the producer for 
a large output than for an average one, and preferably somewhat less, 
so that there will be something of a penalty for overproducing. This 
will mean in effect keeping the total per-unit return from falling as 
sharply as it otherwise would in the market place, but not placing 
a premium on excess production as rigid price supports do, or even a 
schedule of supports mildly declining with volume. This schedule of 
course needs to be worked out for each product separately according to 
the slope of its particular supply-price curve. At present, one schedule 
is applied to all. 

2. This compensatory payment program can be extended to addi- 
tional products if the need for it becomes clear or arises because of 
new developments. 

3. A carry-over program needs to be worked out fitted to each 
product. This involves determining whether there is a national interest, 
commodity by commodity, in larger carry-overs than the private trade 
is willing to carry, and how much larger. 

4. The program for distribution of food at home through schools 
and to low-income families needs to be developed further by testing 
out different procedures; likewise the program for food to aid in the 
development of backward countries. 

5. The emergency soil bank program will need to be merged with the 
Agricultural Conservation Program, and both of them closely inte- 
grated with the Farm and Home Development Program of the Agri- 
cultural Extension Service and the Soil Conservation Service Program. 
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6. Procedures should be developed for paying part of the compensa- 
tory payments not in cash, but in the form of aids to land and wood- 
land improvement and development, production adjustments, house- 
hold improvements, community development and the like. 


The Longer-run Phase 


What is outlined under this head are the lines of action that will 
need to be started as soon as possible and continued indefinitely. This 
will involve continuing most of what is outlined under the 10-year 
program, but most of it on a standby basis. Thus there should be need 
for compensatory payments only in periods of general business depres- 
sion, or of excess output of particular crops or livestock products, or 
loss of market outlets. In the longer run, the protection furnished agri- 
culture against such vicissitudes should be on a level comparable with 
that furnished small businesses and labor. Unemployment insurance as 
at present by no means measures up to the level of what is here pro- 
posed for agriculture on a short-run basis, and small businesses have 
even less protection. 

Most of what is needed in the longer run comes under the head of 
stability for agriculture. By stabilizing agriculture we do not mean 
keeping it at a constant level, but rather keeping its growth and 
development steady. The major part of the problem by far, of course, 
lies outside of agriculture. If there were no wars or business cycles, 
there would be left first the production cycles for hogs, beef cattle, 
dairying, and the like, the quick ups and downs in poultry farming, 
and probably some long sweeps in orchard fruits; second, the over- 
expansion that commonly comes with a burst of new technology in a 
line of production, and necessary lgveling out or contraction following; 
third, the rather sudden shifts in demand due to new developments in 
the market, such as margarine’s substituting for butter, and artificial 
fibers’ for cotton and wool, or due to loss or gain of foreign markets. 
Given continuing wars and business cycles, a good part of the prob- 
lem for agriculture is adjusting itself to them, expanding just enough at 
the right time and way, and then contracting afterwards. 

It should be apparent that the measures outlined above can be 
adapted to fit the need for expansion as well as contraction. They 
surely can be used to check overexpansion due to new technology, or 
bring about adjustments due to loss of markets. In spite of full aware- 
ness of the hog-corn cycle for forty years, however, there is evidence 
of very little headway in controlling it. Indeed, real success along any 
of the lines just listed will call for a more vigorous and determined 
effort than has thus far been made, except in the case of wartime ex- 
pansions. The first part of such an effort is over-all current analysis 
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to see what is ahead and the adjustments needing to be made, for 
the nation as a whole and by regions and major types of farm- 
ing. Much progress has been made along these lines in the 
past ten years. The second part is reducing this to terms of 
adjustments needed on representative or modal-type farms in different 
sections of each state, so that those working with the farmers in these 
sections will know each year in what direction the farming needs to 
be heading so that it will fit into the pattern of needed change. This 
should be a joint undertaking of the Agricultural Extension Service, 
the Soil Conservation districts, the Farmers Home Administration local 
offices, the Production Credit and the Farm Loan Associations, the 
Farm Foresters, and all tied into the new Farm and Home Develop- 
ment Program. The staffing of the Extension Service for its major 
role in this effort is highly inadequate. About four times as much ex- 
tension effort is now going into technology of production as is going 
into planning needed adjustments and implementing the plans. Also, 
much more production economics research is needed as a foundation 
for this farm planning. Such research is rarely more than one-tenth of 
the research of the State Experiment Station. The result is that the 
agriculture of most of the nation is well out ahead with technology to 
increase yields and make the land more productive, but poorly 
equipped with the know-how of harnessing the knowledge and putting it 
to such use as will make it contribute as effectively as it might to better 
life on the farm and a more orderly serving of the needs of the rest of 
the nation. 

Finally, and most important of all, a successful handling of the 
foregoing two problems will not help much the lower-income third of 
our farm families, except in one important particular, namely, that a 
steadily advancing economy with reasonably full employment will 
provide employment outside of agriculture for more of these families 
or members of them. Much of what is being said and written on this 
problem these days is largely in terms of this solution. What they 
propose in effect is to depopulate and abandon these low-income areas 
as has been done in the past in much of the Northeast. Yet the bold 
truth is that our country has grown to the point where in another 
generation it is going to need to have much of these low-income areas 
in agriculture and forest-crop production. Moreover, as has been 
pointed out earlier, any contribution that the improving of agriculture 
in these areas is going to make to surpluses in the next five years is so 
small that it can be ignored. The other important factor in this situa- 
tion is that the technology of farming the land in much of the low- 
income area of the United States has been developed to the point that 
all that is needed to have good incomes is to practice this technology on 
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farms of sufficient acreage. The cost of bringing very much of this land 
into the uses suited to it—dominantly hay and pasture—and of em- 
ploying the new technologies is far less than that of reclaiming new 
land in the regis of scanty rainfall. 

The ra’ 2m for these low-income areas is, therefore, to 
help the b .er faru. _nilies among them to take over the land being 
abandoned by the rest and thus enlarge their farms as needed, and at 
the same time to improve their present land plus that acquired, and 
to apply the new technologies to it. What is required for the long- 
overdue reconstruction of the agriculture of the low-income areas is 
primarily a much expanded program of helping the farm families in 
these areas to work out plans for developing the resources already 
in their farms and for buying additional land if this is needed, and for 
obtaining credit on the right terms. It will be mostly intermediate- 
term credit or real-estate mortgage credit. In either case, the loans 
should be of the budgeted or open-end type so that the loans can be 
enlarged year by year in the earlier years and then paid off year by 
year later. The necessary private and public agencies to furnish this 
credit are already in existence, but the Farm and Home Administration 
needs much larger financing than in the recent past. An extra pair of 
extension workers is needed in each of the low-income counties to 
specialize in the planning work on their low-income farms. 

At the same time, the provision of education and medical services 
for these areas needs to be much improved. To tax the incomes of our 
city population to help provide this better education and health for 
areas that are going to provide many of their future citizens is not in the 
least unreasonable. Such education and health aids, plus access to 
modern communications, will presently help greatly in keeping down 
the size of families in these backward areas. The improved education 
and communication will facilitate out-migration. 

The foregoing is far from a full outline of the needed programs for 
agriculture. Credit financing is needed for other than low-income 
farmers, particularly for young men ready to start as farm operators— 
the “future farmers of America,” upon whom depends the quality of 
the farming in the next generation. Also our leasing systems need to be 
revised so as to make it advantageous for both landlord and tenant to 
conserve and even improve the farms which they jointly operate. 


V. The Pure Politics of It 


It will not take long to present the main political aspects of the 
problem we are dealing with. You have already been told how what was 
conceived as an adjustment program around 1930 and got embodied 
in large measure in the Act that Congress passed in 1933 called the 
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Agricultural Adjustment Act, was transformed more and more into 
a price-support program from 1938 on. 

Many thousands of persons still living heard President Ed O’Neal 
of the American Farm Bureau Federation tell on one occasion or 
another how he once said to Sam Gompers, the great pioneer labor 
leader of this country, “Sam, you have had great success in organizing 
labor to work for its own interests. I am starting out to help farmers 
as you have helped labor. Haven’t you some good advice to give me?” 
“T surely have,” said Sam. “The American Federation of Labor is 
interested in much more than wages for its members. But it ders not 
stress these other things. We pick out one thing, simple, that every- 
body can understand, wages, and fight hard to raise them. You must 
do the same.” O’Neal then asked: “I suppose then that you would say 
that higher prices for the farmer is what the Farm Bureau should fight 
for.” “I surely would,” said Sam. And that is what the Farm Bureau 
did in those years. 

All of the efforts of the economists in the Administration and outside 
in the 1930’s to get parity put on an income rather than a price basis 
theretore largely failed. The Act of 1936 did set up parity income as a 
basis for prorating the supplementary income payments, but these 
ended with the War, and the parity of income standard with them. As 
has been stated earlier, the same price for a big acreage as an average 
one, or for a high yield as for an average one, is the most effective 
device that one can think of to induce farmers to go out and produce 
another big crop, if not by planting more acres, then by using more 
fertilizer and the like, so as to make another big killing. Yet rarely in 
debates in Congress on price supports is this pointed out, or even by 
agricultural economists for that matter. The procedure of adjusting 
prices downward for crops above average, so as to support no larger 
returns from a big crop than for an average one, has got labeled “flexi- 
ble prices” and is being viciously maligned as sliding only in one direc- 
tion, downward. 

In the immediate political situation, the focus of attention is again 
on prices, indeed, on prices more largely than ever before. Sam 
Gompers said, “Pick out some one thing, simple, that everybody can 
understand, and fight for it.” The party in opposition to the one in 
the White House is not now usually asking for full parity prices, but 
for 90 per cent of them, rigidly, with no adjustment for size of the 
crop. 

The new element in the situation is that this party is also the party 
generally believed to be favored by the labor organizations. Who would 
have thought ten years ago that in 1956 he would see the Southern 
Democrats who want higher prices for cotton and tobacco voting 
together with the northern organized labor politicians? 
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This strange alliance may be able to get rigid price legislation passed 
by both houses of Congress in the coming session. For the President 
not to veto it would be a surrender to political expediency, but he will 
be under tremendous pressure not to do so by many members of Con- 
gress wanting to be re-elected in the agricultural districts. 

Of course we cannot really be sure how farm people will vote on 
this issue. It depends in good measure on how much they come to 
understand the issue in the next ten months. Significant in this connec- 
tion is a survey made by Dale Hathaway, then of Michigan State 
College, now on the staff of the Council of Economic Advisors, in 
several counties in that state. First he asked the farmers a series of 
questions designed to test their knowledge and understanding of the 
price-support program. Then he asked questions designed to ascertain 
whether they were for it or against it. Scarcely one-third of them 
passed the test, and these were preponderantly opposed to the program. 
The two-thirds who failed the test were preponderantly for it. 

No doubt a sizable fraction of the farmers of this country realize 
pretty well that our government cannot keep on supporting prices at a 
level that brings forth growing surpluses. But many of these will say 
if asked, “Labor is grabbing all it can get. Business always has been 
able to get pretty much what is wants. If we farmers don’t grab the 
same way, we are being silly.” 

In this confused situation, there is a fair chance that rigid 90 per 
cent price supports will be voted on in either 1956 or 1957. The U.S. 
Department of Agriculture which has the task of administering such 
an Act will be in a worse spot than the present Department of Agri- 
culture is now. It will be dramatic injustice if it is not a Democratic 
administration that has to take on this task. Such a course of events 
will simply mean that bad as things seem now, they will have to get 
worse before the rank and file of the people of our nation sense the 
situation well enough to take the necessary action. The party in power 
at the time they sense it will lose a good deal of standing with the 
general public in the ensuing five or ten years. 

As for the final outcome, we need have small fear. But as a nation 
we will be better off and less distraught in the next five years if such 
a program of action as outlined in Section IV can be set forth upon 
even as early as in the coming Congress. 

It should be evident by this time that the education in the public 
affairs of agriculture that is needed in order to obtain constructive 
action without too long delay must not be limited to farm people. The 
other 86.5 per cent—before long 90 per cent or more—need an under- 
standing of these affairs to. They will at times need to come to the 
rescue of agriculture. This coming Congress and election may be such 
a time. 
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MARGINAL POLICIES OF “EXCELLENTLY 
MANAGED” COMPANIES 


By James S. EarRLey* 


In a recent article’ I presented evidence from management literature 
that leading cost accountants and management consultants are cur- 
rently advocating principles of accounting analysis and decision-mak- 
ing that are essentially “marginalist” in character and implications. 
The present article reports on a questionnaire survey designed to test 
empirically the acceptance and influence of these new principles among 
leading American manufacturing firms. It seeks to ascertain what 
relationships there are between organizational and accounting prac- 
tices and the policies of the firms employing them. It seeks above all to 
test the validity of certain “nonmarginalist” propositions concerning 
business behavior found in recent economics literature, and the “mar- 
ginalist” hypotheses derived from the management literature.’ 

The survey does not purport to cover a cross-section of American 
business by size and type. It is deliberately restricted to a type of 
firm taken as “representative,” in something akin to the Marshallian 
sense. These firms are leading firms, and are presumably in the van- 


*The author is professor of economics at the University of Wisconsin. The survey 
reported on was sponsored jointly by the American Institute of Management, the consulting 
firm of Stevenson, Jordan and Harrison, Inc., and the author. The author alone is re- 
sponsible for this analysis. The Institute is a nonprofit educational foundation, whose 
primary object is the advancement of the profession of management, principally through 
public “management audits” of business and nonbusiness institutions. The author wishes 
especially to thank Jackson Martindell and A. L. Bilgore of the Institute, and A. J. 
Bergield of Stevenson, Jordan and Harrison for help in designing, financing and execut- 
ing the survey. He also wishes to thank his Wisconsin colleagues, Eugene Rotwein, 
Martin Bronfenbrenner, and Burton Fisher for many helpful suggestions, and R. P. 
Bang and Malcolm Severance for technical assistance. The University of Wisconsin 
Research Committee provided funds to free time from other duties and for clerical and 
statistical analysis. 


*“Recent Developments in Cost Accounting and the ‘Marginal Analysis,’” Jour. Pol. 
Econ., June 1955, XLIII, 227-42. 


~The literature previously surveyed included a number of ‘books and articles in the 
zeneral field of management, but placed special reliance upon a series of research 
studies published by the National Association of Cost Accountants in its Bulletin from 
1949 to 1953 (Vol. XXX-XXXIV). (See Earley, op. cit., notes 2, 8, 9, 14, 18 and 20, 
for references to the literature.) Important works not previously cited are A. R. Oxen- 
feldt, Industrial Pricing and Market Practices (New York, 1951), and Richard Hefle- 
bower, “Full Costs, Cost Changes, and Prices,” in Business Concentration and Price 
Policy (Princeton, N.J., 1955), pp. 361-96. Heflebower surveys the empirical pricing 
studies made in the United States and Britain since the 1930's. 
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guard in the use of the newer management techniques. Through dif- 
fusion, direct imitation, and the competitive pressures they create, 
they are likely to set the dominant patterns of future business prac- 
tice. Inquiry is also directed especially towards multiproduct and 
multimarket companies, both because marginal accounting has most 
applicability in these cases* and because such firms appear to be 
becoming increasingly representative of American business. It is con- 
fined to fairly large companies* for similar reasons. 

The basic list of companies to which the questionnaire® was sent is 
that of the entire group of 217 manufacturing companies rated as 
“excellently managed” by the American Institute of Management;" 
1:0 usuable replies were received. 

More than most empirical studies of business policies, this one relies 
upon inference from indirect evidence. Only a few direct questions con- 
cerning policies were asked. Most of the evidence refers to organiza- 
tional structure, accounting practice, and certain oblique judgments 
of management, from which inferences as to behavior are drawn. This 
strategy was deliberately chosen in the belief that it would yield more 
reliable evidence of wider theoretical value than more direct question- 
ing. The inferential approach is fortified by two special features of the 
analysis—the search for patterns of responses, and tests of consistency 
of the patterns. 


* Earley, op. cit., pp. 241-42. 


*Assets of the responding companies ranged from $7 million to $1.8 billions, and 
their sales from $6 million to $1 billion. The median asset size fell in the $50-100 million 
class, and median sales in the $100-$250 million class. Full analysis of relations between 
size and responses will be presented elsewhere. However, to ascertain provisionally whether, 
within the above ranges, company size was a dominating influence in the matters being 
studied, x tests were run between both asset and sales classes and the summed com- 
ponent scores presented in Section VIII below. No clearly significant relations appeared, 
all x values falling within the range of 20 to SO per cent probability. 

*The full questionnaire, with,the numbers of responses to each question, appears 
below as Appendix A. # 

*Each year the Institute “continues its comparative study of over 4,000 American 
and Canadian companies in all branches of business” and selects an “excellently managed” 
list, which is published in its annual Manual of Excellent Managements (New York: 
American Institute of Management, 125 East 38 Street). The 1954 Manual lists 348 
“excellently managed” companies, of which 217 were considered to be primarily in manu- 
facturing. Questionnaires were sent to all of these. In the third mailing 11 companies 
being considered for listing by the Institute were added. Twenty-five responded that 
they did not consider the questionnaire applicable to their line of business because 
they were mining companies, worked on a government cost-plus basis, or for other 
reasons. Of the remaining 203 companies, 110 or 54 per cent responded in sufficient 
detail to afford usable responses. The classification of the companies circularized and 
responding, by census industry code, appears below as Appendix B. 

The questionnaire was sent from the president of the Institute directly to the presi- 
dent of each company, with the suggestion that he might have several of his executives 
participate in answering it. Respondents were assured anonymity. 
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It is suggested by many recent theoretical and empirical studies in 
economics’ that the modern business firm behaves nonmarginally in at 
least two essential respects: in having predominantly a long-run and 
defensive viewpoint in its pricing, production and investment policies 
(rather than an alert attitude tewards its near-at-hand profit oppor- 
tunities); and in using, in the main, a full-cost rather than incremental- 
cost calculus in its pricing, production and investment decisions. These 
are the major nonmarginalist hypotheses tested in this survey. 

The major hypotheses from the management literature, which run 
counter to those above, and in this respect and others are considered 
to be “marginalist” in their implications, are the following: 

1. Among well-managed multiproduct companies there will be 
found a substantial amount of what I call marginal accounting. The 
essential characteristic of such accounting is systematic (1) segmenta- 
tion and (2) differentiation of costs (and, where appropriate, also 
revenues). By segmentation is meant the separate calculation of the 
costs and revenues of each of the firm’s operations and prospective 
actions (so-called “segments” )—e.g., each process, product or product 
group, market area, “function,” division, plant or contemplated action. 
Cost differentiation, which is as far as possible carried out for each 
segment, takes two forms: (1) the breaking apart of fixed and vari- 
able costs to obtain a variable cost function; and (2) differentiation 
between those fixed costs that can be specifically assigned to a seg- 
ment and those that must be considered common to the enterprise as a 
whole.® 

Such accounting is “marginal” in two essential respects: first, it 
provides discrete data for considering each segment as an alternative 
field of management action; and second, in place of average cost in- 
formation it provides data for estimating the differences in costs (and 
in revenues) that any action would entail. 

2. In multiproduct, multiprocess enterprise, marginal accounting 
(and the basing of policies upon it) will be associated with, and 
facilitated by, an organizational structure differentiated, administra- 
tively and technically, along lines of major segments, such as product- 
lines, functions and market areas.’ This facilitates the above-mentioned 
segmentation and differentiation of costs and revenues and helps 
management focus upon each major sector of the enterprise as a 
profit-making entity. 


* Earley, op. cit., pp. 227-28. 

“For fuller description of marginal accounting see ibid., pp. 230-34. The notes to 
questions 5 and 7 of the questionnaire (Appendix A) will help clarify the meaning of 
variable and separable costs as used here. 

* Ibid., p. 234. 
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3. Marginal accounting data will be found useful in a wide range of 
managerial problems, including (1) evaluation and control of operating 
efficiency; (2) minimizing costs (as by proper selection of processes 
and methods); (3) determination of the relative stress that should 
be placed among products and markets in selling; (4) pricing de- 
cisions, both short-range and long-range; (5) selecting, adding or 
dropping products or market segments; and (6) product- and market- 
related investment (including disinvestment ).’° 

4. Marginal accounting analysis will lead firms to employ marginal 
techniques of planning and decision-making (called by the National 
Association of Cost Accountants “cost-volume-profit analysis” and 
“marginal income analysis’’),’ and to adopt marginalist viewpoints 
and policies. The basic principle of such marginalism being to con- 
centrate upon the differences in costs, revenues and profit that de- 
cisions involve and to neglect “inescapable” costs not affected by them, 
special attention will be given to ratios between price and variable 
costs (“marginal income ratios” in NACA terminology), and to differ- 
ences between revenues and variable-plus-separable costs (so-called 
contribution margins). Overhead allocations and full-cost computa- 
tions will tend to fall into disuse for decision-making purposes. 

Specific policies likely to flow from marginal accounting analysis 
are: much reference to variable costs in short-range pricing decisions 
and in “selective selling”; attention to both variable and separable 
fixed costs in choices among markets and products and in product- 
related investment decisions; and differential pricing and other forms 
of “market segmentation” according to estimates of differing vari- 
able/fixed cost compositions, competitive pressures, and demand elas- 
ticities. 

5. Such analyses and policies, especially if accompanied by budget- 
ing and “profit planning,’’”’ will be associated with a short-dated time 
horizon (at least as far as pricing and other product-related decisions 
are concerned), and a fairly keen and short-dated search for increased 
profit. 

6. Pricing, product and investment decisions will be made with a 
lively sense of impending innovation and obsolescence; hence the pos- 
sible long-run reactions of rivals to the profits currently being made 


* Ibid., p. 238. 

" Ibid., pp. 233ff. 

"See J. B. Heckert and J. D. Willson, Business Budgeting and Control, 2nd ed. 
(New York, 1955); Walter Rautenstrauch and Raymond Villers, Budgetary Control (New 
York, 1950); Joel Dean, Capital Budgeting (New York, 1951). On “Profit Planning” 


see especially the series of pamphlets published by Stevenson, Jordan and Harrison under 
the general title of “Profit Control” (1951). 
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will not greatly influence these decisions. This is in contrast to full- 
cost theories in particular, which implicitly assume that firms make 
their decisions within the horizon of a given production function. 

These are the major hypotheses to be tested. The following sections 
present a summary of major results to date.’* 


I. Company Organization 


Proper organization and procedures are considered important for 
securing marginal accounting data and using them effectively. Three 
such aspects of organization were inquired into: the administrative and 
technical differentiation of activity by products and market areas; 
management reports of variable/fixed cost breakdowns by segments; 
and the participation of different enterprise functions in planning and 
decision-making. Only the returns bearing on organization structure and 
cost reporting are analyzed in this article, although the responses on 
functional participation are tallied in Appendix A.** 

Most of the companies show that their ore ization is conducive to 
cost and revenue differentiation by product croups and market areas 
(see Table I). In these matters 78 per cent of the respondents are aided 
either by having their plants mainly or wholly specialized by product- 
lines, or by being organized administratively into product divisions 
(item A-3). Selling activities are even more highly differentiated, and 
along both product and market-area lines. Only one company does not 
organize its selling activities by either products or markets, and ap- 
proximately two-thirds of them differentiate their selling activities in 
both these respects (item B-4). 

An index of the marginal or nonmarginal organizational character- 
istics of the respondents is presented in the lower portion of Table I. 
This is the first of six component indexes of this type by which, in 
part, the questionnaire evidence has been analyzed and evaluated. It 
will be observed that the average value of this index, secured by the 
algebraic weighting shown in the Table, works out at somewhat above 
the level of “substantial” marginalism. These organizational character- 
istics cannot, of course, be taken by themselves as impressive evidence 
as to policy or behavior; they will later, however, be correlated with 


* Additional analysis, including introduction of data concerning the responding com- 
panies’ size and industry group, and industrial market structures, will be made elsewhere, 
as will further exploration of the theoretical import of the findings. 


“A. J. Bergfeld of Stevenson, Jordan and Harrison, who helped design the survey, 
holds that, as a rule, the rationality of complicated business decisions depends upon the 
inclusion in the decision-making group of officials from several functions of the enter- 
prise. For a partially contrary hypothesis, See R. M. Cyert and J. G. March, “Organiza- 
tional Structure and Pricing Behavior in an Oligopolistic Market,” Am. Econ. Rev., 
Mar. 1955, XLV, 129-39. This problem of functional participation will be investigated 
elsewhere. 
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TasiLe I.—Svuitapitity OF CompANy ORGANIZATION TO MARGINAL ACCOUNTING ANALYSIS 
(Questions 1, 2 and 3) 


Number of | Per Cent of 
Companies | Responses 


A. Product Lines Differentiated by: | | 
| 


1. Wholly or Mainly Specialized Plants (Q. 1) 58 54 
2. Organization into Product Divisions (Q. 2a) | 76 70 
3. Either (1) or (2) 84 78 
4. Neither (1) nor (2) 24 22 
B. Selling Activities Differentiated by: 
1. Product-Division Selling Organization (Q. 2b) 83 | 79 
2. Market-Area Selling Organization (Q. 3) | 93 | 85 
3. Either (1) or (2) 103 99 
4. Both (1) and (2) 69 66 
Number of | Per Cent 
Component Index 1: Suitability of Organization* Companies of Total 
(+2) Strong marginalist evidence—product costs differenti- | 
able by either specialized plants or product divisions; sell- | 
ing costs by both products and market areas (A3 and B4) | 59 | 56 
(+1) Substantial marginalism—product costs differentiable by | 
either plants or divisions; and selling by one of products 
or markets 24 22 


(—2) Strong nonmarginal evidence—product costs differenti- | 
able by neither specialized plants nor divisions; selling by | 
neither products nor markets 1 

(1) Substantial nonmarginal evidence—product costs differ- 
entiable by neither plants nor divisions; selling by only 
one of products or markets 13 1 

( 0) Ambiguous evidence—patterns other than those above 10 


Average of Component Index:= + 1.2 


* The figures to the left are the assigned positive and negative values of each category. 


indexes covering other evidence to establish patterns and test con- 
sistencies and hypotheses. 


Il. Variable/Fixed Cost Breakdowns and Their Transmission 
to Management 


The practice of making variable/fixed (V/F) cost breakdowns and 
putting them into management’s hands in connection with planning 
and decision-making is overwhelmingly followed by these “excellently 
managed” companies, as Table II reveals. Such V/F breakdowns are, 
moreover, preponderantly carried through for the separate functions 
of the enterprise, and by major products and product groups. Such 
segmented V/F cost analysis, recent cost accounting literature shows, 
is the hallmark of marginal accounting and marginal income analysis, 
as distinct from the mere use of break-even charts.* Especially when 


“Earley, op. cit., pp. 233-34. For the major cost categories, it should be noted, the 
percentages of companies making V/F cost breakdowns are virtually as high or higher for 
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TABLE IT.—AVAILABILITY OF VARIAPBLE/FIxED Cost BREAKDOWNS FOR 
MANAGEMENT PLANNING AND DECISION-MAKING 
(Question 5) 
| Companies Not 
| Companies Making V/F Cost oP 
Making V/F Cost 
; (Per Cent) Breakdowns Available 
Types of Costs (Number) 
| As As | Not 
| Regular | Special | Total® | Practi- Not 
Reports Analyses cable Useful 
A. Over-all Company Costs: } 
1. Total | ol 28 | 91 2 7 
2. Production 72 | 19 23 3 4 
3. Selling | 6 | 17 | 88 6 7 
4. Design, Engineering and | 
Research 52 | 28 85 10 7 
5. Administrative 63 19 | 85 9 7 
6. By Territorial Divisions | 51 eo |. 7 17 
B. Costs by Major Products | 
or Product Groups: 
1. Total (T) | 63 | 25 | 9 5 5 
2. Production (P) 70 23 95 4 0 
3. Selling (S) | a 12 4 
4. Design, Engineering and | 
Research 42 | 31 76 19 6 
5. Administrative 47 26 | 76 16 9 
All of (1) to (5) 32 | 12 | 72 _— _- 
Number 
Component Index 2: Availability of Product V/F Breakdowns of Com- | Per Cent 
panies 
Strong marginalist evidence: total (T), production (P), and selling 
(S) breakdowns all made available by products 83 | 79 
Substantial marginalist evidence: two of T, P, or S product break- | 
downs made available 12 11 
Strong nonmarginalist evidence: none of T, P, or S made available 4 | 4 
Substantial nonmarginalist evidence: only one of T, P, or S made | 
available 2 2 
Ambiguous evidence: only two of three items answered and one of 
these made available 4 4 


Average of Component Index: +1.6 


* Includes small numbers of companies, varying from two to five, responding ‘Planned 


but not Available.” 


taken in conjunction with responses concerning the uses to which 
these breakdowns are put (Section III), this data is strongly evidential 


of a “marginal” approach to management problems. 


costs of major products and product-groups as for over-all company costs. Seventy-two 
per cent make the breakdowns available for all five classes of product costs specified. 
Company by company analysis of responses shows that every respondent made (or had 
plans to make) at least one V/F cost breakdown available to management, and 65, or 


almost two-thirds, did so for all 11 cost categories specified in the ques 


tionnaire. 
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It is also significant that most of the companies make these seg- 
mented V/F breakdowns available as regular reports, not only as 
special analyses. One can reasonably assume that with these companies 
reference to segmented variable cost functions is an established work- 
ing rule of management. 

For the component index covering this portion of the questionnaire, 
the availability of V/F breakdowns for major products or product- 
groups is used as the criterion, and the three major types of costs— 
production, selling, and total—are included in the index.** On this 
basis virtually four-fifths of the companies can be classified as showing 
strong marginalism, and only 6 companies evidence nonmarginalism. 
The average of all companies is extremely high. 


“IIL. Uses of Variable/Fixed Cost Breakdowns 


The responses to question 6 strongly support the claim that variable 
cost functions are becoming a widely used multipurpose management 
tool.’* (See Table III.) All but 3 respondents make use of them in at 
least one of the problems listed in the questionnaire, .nd most of them 
use them in connection with problems stretching from control of 
efficiency and selecting best production methods to pricing and product 
selection. In distribution problems other than pricing the incidence is 
considerably lower, but still high enough to demonstrate that their 
value extends throughout the whole spectrum of production, pricing 
and selling problems. Since management tends to look upon variable 
cost as a close approximation to the economist’s short-run marginal 
cost, this is impressive evidence of marginalist viewpoints and be- 
havior among leading companies. 


IV. Use of “Separable”’ Fixed Costing 


Marginal accounting analysis can be brought to bear on many longer- 
range problems by combining V/F breakdowns with the identification 
of the separable fixed costs of segments or actions—here called S/C 
(separable/common) or separable costing. When combined with cal- 


* Because of the large number of matters covered by some portions of the question- 
naire, it was not considered advisable in most cases to include responses to all questions 
in the component indexes. Those selected are those which seem to be most relevant and 
important in connection with each characteristic being measured. 

“To secure judgments concerning the value of V/F breakdowns from both com- 
panies which do and those which do not make them available, respondents were asked 
not whether they used them but whether they were “considered helpful” in connection 
with certain problems. Where appropriate breakdowns are available and considered 
helpful, it is assumed they are used. However, two companies in which several V/F break- 
downs were available responded that they were not considered helpful in any of the 
problems listed, and four in which V/F breakdowns were not made available by products 
or product-groups nevertheless responded that such breakdowns were considered helpful 
in several of product-related problems. 
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TaBLe IIT.—Uses or VariaBLeE CostinGc: Per CENT OF RESPONDING ComPanres CONSIDER- 
1nG V/F Cost BreEakpowns HELPFUL IN SPECIFIED PROBLEMS 


of P, MorS 


(Question 6) 
Per Cent 
Number of Responding 
Responses «ffelpful” 
Management Problem | 
1. Judging and Controlling Sector Efficiency (6a) 106 89 
2. Determining Cost Effects of Volume Variations (6c) 107 94 
3. Pricing: (P) 
Estimating advantages of price reductions (6d) 106 83 
Deciding on prices of multiple products (Q. 9) 104 61 
One (or both) of these 110 89 
4. Selective Marketing: (M) 
Deciding which products to stress (6e) 105 66 
Deciding which markets to stress (6f) 105 | 49 
One (or both) of these 105 66 
5. Product Selection: (S) | | 
Whether to drop products (6g) } 106 | 84 
Deciding types of products to add (6h) 107 71 
One (or both) of these | 107 | 89 
6. Methods Selection: 
Choosing best production methods (6i) 107 71 
Choosing best distribution methods (6)) 107 48 
One (or both) of these 108 73 
Number of PerC 
Component Index 3: “Variable Costing” Companies 
Strong marginalist evidence—V/F considered helpful in pricing | 
(P), marketing (M), and product selection (S) 63 59 
Substantial marginal evidence—V/F considered helpful in two | | 
of P, Mand S 31 29 
Strong nonmarginalist evidence—V/F not considered helpful 
in any of P, M or S 4 4 
Mild or ambiguous evidence—V/F considered helpful in one 
9 | 8 
| 


Average of Component Index: +1.5 | 


culations or estimates of segment revenue, these combined operations 
lead to marginal accounting’s measurement of long-range profitability— 
the segment or action’s “contribution margin.” This is a marginal 
(incremental) measurement in two respects: it shows the amount of 
fixed cost directly attributable to the segment or action independent 
of the common and average fixed costs of the enterprise; and it retains 
the variable cost function relating levels of production to differences 
in variable and hence in total costs."* 

While such measurements may be retrospective, they are especially 
useful in forward-looking decisions entailing additions or reductions 


* Earley, op. cit., pp. 236-37. 
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in fixed charges. Accordingly, question 7 inquired whether, in con- 
templating a number of such actions, fixed cost calculations were made 
on an incremental or an allocation basis. 

The incidence of S/C costing, while lower than that of V/F costing, 
is impressively high (see Table IV). Over nine out of ten of the 


Taste IV.—Use or SEPARABLE Fixep Costs In Lonc-RANGE MANAGEMENT PROBLEMS 


(Question 7) 


Per Cent Using: 


| Incremental | Allocation 


or Separable' or Other 
Costs Bases 
Management Problem 
Deciding whether to Drop Products (7a) (D) 72 28 
Closing Plant or Division (7b) 81 19 
Both 7a and 7b 69 16 
Adding Production Capacity for Existing Products (7c) (I) 86 14 
Choosing New Product Types (7d) 68 32 
Opening New Sales Office or Territory (7f) 52 48 
Introducing (and Pricing) a New Product (7e) (Estimating 
price and volume required to make its introduction profit- } 
able) (N) 71 29 
One or More of 7a to 7f 91 
All of 7a to 7e 48 
Number of — 
Component Index 4: Separable Costing Companies 
Strong marginalist evidence: separable fixed costs used in drop- 
ping products (D), adding product capacity (I), and introduc- | 
ing new products (N) 37 56 
Substantial marginal evidence: separable fixed costs used in two 
of D, Lor N 27 26 
Strong nonmarginal evidence: separable fixed costs used in none 
of D, lor N | 10 10 
Substantial nonmarginal evidence: separable fixed costs used | 
in only one of D, I or N j 8 8 
Average of Component Index: + 1.08 


respondents use the S/C method in one or more of the listed problems, 
and almost half use it in all of them except the opening up of new 
sales offices or territories. Even in such problems as adding to existing 
product capacities and introducing new products, where the conven- 
tional canons of making decisions turn on net profitabilities after “due 
allocation of overheads” would have strong traditional backing, the 
large majority of the respondents look rather to the specific additions 
to their total fixed charges. As in the case of V/F breakdowns, $/C 
costing is less prevalently used in distribution decisions. 
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On the three criteria selected for our index of marginalism in long- 
range costing principles, 82 per cent of the companies provide at 
least substantial evidence of marginalist practice and only 1 out of 
10 companies give evidence of strong addiction to full-costing prin- 
ciples. 


V. Combined Use of V/F and S/C Costing 


Table V tests the use of both (and neither) of these complementary 
types of cost differentiation. Even by this rigorous test, the marginal 


TABLE V.—Use or Botu (AND NEITHER) V/F anv S/C Costinc 1n Lonc- 
RANGE MANAGEMENT PROBLEMS 


(Questions 6 and 7) 


Number of 
Number of | Companies Ratio of 
Responding Using: Both to 
Companies Neither 


Both | Neither 


1. Adding Production Capacity for Existing 


Products 
(a) 7c, plus reference to variables in cost/vol- 

ume analysis (6c) 101 83 2 42:1 
(b) 7c, plus reference to variables in volume/ 

price estimates (6d) 100 72 4 | 18:1 


2. Dropping Products or Product-Groups: 
7a, plus reference to variables in dropping 
products (6g) 100 65 8 8:1 
3. Choosing New Product Types: 
7d, plus reference to variables in choosing 
product types (6h) 100 54 | 16 3.4:1 
4. Adding (and Pricing) New Products: 
7e, plus reference to variables in cost/volume | 


analysis (6c) 100 68 3 23:1 
7e, plus reference to variables in price/volume 
estimates (6d) 99 59 6 10:1 


5. Adding Distribution Facilities: 
7f, plus reference to variables in volume/price 
estimates (6)) 99 35 33 


approach has a high incidence, ranging from 54 per cent to 83 per cent 
of the respondents except in distribution decisions. On the other hand, 
with this last exception the number using neither type of marginal 
costing is very small. An interesting measure of marginal vs. non- 
marginal costing is provided by the ratios of companies using both 
V/F and S/C costing to those using neither, shown in the right-hand 
column. With the exception of the distribution facilities problem, these 
ratios are high. 
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VI. Direct Evidence on Price Policy 


Table VI analyzes the responses to four direct questions on pricing 
policy (8-11). Although of special significance when related to other 
portions of the questionnaire, these responses in themselves provide 


TaBLE VI.—ADHERENCE TO MARGINAL AND FouLt-Cost Pricinc Poricres: RESPONSES ON 
PRICING OF MULITPLE PRODUCTS 


(Questions 8-11) 


Responses and “‘Patterns” 
(Per Cent of Total) 


Marginal* | Full-Cost> 
Responses | Responses 


1. Is company policy to try to maintain roughly equal price-full 
cost ratios among its products and markets? (Q. 8) (106 com- 


panies) 73 27 
2. Are price-cost ratios modified for differences in expected com- 
petitive pressures? (Q. 11) (106) 84 16 
(a) “Patterned” responses to Q. 8 and 11 (105) 63 8 
3. Are they modified for differing buyer sensitivity to price?¢ 
(Q. 10 or 15) (105) 77 23 \ 
(a) Patterned responses to 8 and 10 or 15 (104) 58 9 
4. Modified for differing V/F cost compositions? (Q. 9) (104) 61 39 
(a) Patterned response to 8 and 9 (104) 44 10 


5. Price-cost ratios modified for both (or neither) differing com- 
petitive pressures and buyer sensitivity. (Q. 10 or 15, and 11) 


(104) 69 9 
Number of Per C 
Component Index 5: Pricing Policies Companies wn Sane 


Strong marginalist evidence—Do not try to maintain equal cost- 
price ratios (Q. 8), and modify prices for differing V/F com- 
positions (Q. 9), buyer sensitivity to price (Q. 10 or 15), and 
expected competitive pressures (Q. 11) 34 33 

Substantial marginalist evidence—differential pricing objective 
(Q. 8), modify price-cost ratios for either or both of V/F com- 


position and buyer sensitivity to price 35 34 
Strong nonmarginalist evidence—have equal cost-price objec- 
tive and prices modified for none of above factors 1 1 


Substantial nonmarginalist evidence—equal price-cost objec- 
tive, and prices modified for one or two of above factors but 
not both V/F and buyer sensitivity 18 17 

Ambiguous evidence—patterns other than above 16 15 


Average of Component Index: + .81. 


* Includes responses of “No” to question 8 and “‘Yes”’ to questions 9, 10 and 11, and such 
response patterns. 

» Includes responses of “Yes” to question 8 and “No” to questions 9, 10 and 11, and such 
patterns. 

© Question 10 was inadvertently omitted from first mailing of the questionnaire, and only 
43 responses were secured. Where 10 was unanswered, response | to question 15 was substi- 
tuted. For rationale, see note 20 to text. 
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important evidence that most multiproduct companies do not base 
their prices on full-costs, but instead differentiate cost-price ratios to 
reflect major factors recognized in the marginal analysis. The questions 
were phrased and ordered to try to secure evidence on the companies’ 
normal policies, as distinct from what might be done in exigent cir- 
cumstances, although this interpretation could not be relied upon in- 
dependently of other evidence. 

The first question (8) concerned the company’s general pricing 
objective. A full-cost pricing philosophy could be expected to lead 
management to try at least to maintain more or less equal margins 
between prices and full costs on its various product and market seg- 
ments. Yet almost three-quarters of the companies responded that this 
was not their policy. Most of these companies apparently either con- 
sciously pursue the advantages of price-cost differentiation or make 
sO many exceptions to uniform full-cost-plus pricing that it has ceased 
to be recognized as an objective. 

There followed questions on three factors that, if frequently made 
the basis of modifications of price-cost ratios among multiple products, 
would indicate either marginal policy or marginalist behavior regard- 
less of policy: differing V/F cost compositions of products; differing 
buyer sensitivity to price; and differences in expected competitive 
pressures. 

Of these, the highest proportion (84 per cent) of the companies 
declared they modify their relative price-cost relationships to “reflect 
differences in the degree of competitive pressure” expected from other 
companies. While the full-cost theory recognizes, and even emphasizes, 
that business will pay close heed to threats of market invasion in its 
pricing, this response strongly suggests: (a) that in most cases invasion 
expectations differ considerably among the products and market areas 
of the same company; and (b) that full-costs are not generally con- 
sidered a reliable measure of what prices it is safe to charge in different 
cases. 

These latter inferences, which contradict the central tenet of full- 
cost pricing theory as developed by Andrews, Harrod, ef al., are 
strengthened when responses to this and to question 8 on pricing ob- 
jectives are paired and their patterns tested, as is done in item 2a of 
Table VI. Sixty-three per cent of the respondents answered both ques- 
tions in a “marginalist” manner, while only 8 per cent showed consistent 
full-cost responses. The companies making marginal responses to both 
questions were 86 per cent of those which stated a marginal pricing 
objective, whereas the “consistent” response pattern is only 30 per cent 
for companies stating a full-cost objective.’ 


“For these pattern tests of relative consistency, the percentage of “patterned” responses 
is divided by the percentage of companies responding, one way and the other, to question 
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Question 10 sought to ascertain whether estimates of differences in 
elasticity of demand among buyers is given any systematic recognition 
in modifying price-cost relationships of multiple products.** The per- 
centage of companies indicating that this is done is somewhat lower 
than that of those who pay attention to differing competitive pressures, 
but is still very high. The proportion of consistent “marginal” pat- 
terned responses is also very impressive in comparison with that of 
consistent full-cost responses, being 79 per cent as compared with only 
33 per cent. 

The proportion of companies that “take into consideration the ex- 
tent to which costs of different products are made up of variable as 
against fixed costs” (61 per cent) is appreciably lower than those 
modifying price-cost ratios for the other two factors investigated. And 
only 60 per cent of the companies whose responses to question 8 in- 
dicate a differential pricing objective explicitly recognize differing V/F 
ratios as a basis for such differentiation. These lower percentages in- 
dicate that the implications of differing V/F cost ratios, in situations 
in which competitive pressures and market elasticities differ among 
products, is less well understood in connection with general pricing 
policy than in connection with short-run price adjustments, product 
selection, and possibly pricing new products.” 

Certain questions not included in Table VI bear inferentially on the 
companies’ pricing policies, and reinforce the above evidence that 
marginal pricing is the norm for the type of company being studied. 


8. For example, the 86 per cent of marginal consistency stated in the text is 63 (Item 2a) 
+ 73 (Item 1). Since because of omitted responses there are sometimes small differences 
in identity between the companies responding to each question and the companies re- 
sponding to the two questions being patterned, there is a possibility of negligible error in 
the derived percentages. 

»” Unfortunately, question 10 was inadvertently omitted from the first mailing of the 
questionnaire, and only 43 responses were secured. Where, as a consequence, response to 
question 10 was not available, response to question 15, inquiring whether short- or long- 
range buyer sensitivity to price was given the greater attention in pricing new products, 
was substituted for it. The hypothesis underlying this substitution is that primary atten- 
tion to short-range elasticity in pricing new products indicates fairly keen appreciation of 
the elasticity factor independently of others; whereas greater thought being given to 
long-range buyer sensitivity might indicate that long-range competitive factors were 
given primary weight. The 43 companies responding to question 10 were subjected to 
tests similar to those used on the entire group, and show very similar patterns. 

*Note that the responses to question 6 (see Section III and Table III above) in- 
dicate that variable cost ratios are given considerably more heed than is evidenced by 
the replies to question 9. It appears probable that question 6 had reference, in many 
respondents’ minds, to the use of variable costs in adjusting prices, possibly only for short 
periods or under exigent circumstances. Note also the considerably higher degree of 
recognition of the long-rar7ze importance of V/F cost compositions in pricing new products 
indicated by the responses to question 7e (See Tables IV and V). 
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Thus the fact that 73 per cent of the respondents stated that in pricing 
their new products they give primary attention to expected demand 
elasticities over the “first few years” of introduction rather than over 
longer periods (Q. 15), tends to gainsay the basic rationale of the 
full- or average-cost pricing theory that companies give primary con- 
sideration to the danger that if they price above present normal costs, 
including “reasonable overhead allocations” they will open themselves 
to competitive market invasion. In the same direction points the fact 
that 58 per cent of the companies state their new products can “usu- 
ally command a higher price in relation to their costs than [their] well- 
established products” (Q. 14). Presumably these companies, at least, 
recognize the “life cycle” of many products from distinctiveness to 
comparative obsolescence that results from gradual market saturation 
and the appearance of new products and methods, and differentiate 
price-cost ratios between their new and older products accordingly.” 

Impressive evidence of “marginalism” and of distrust of “full-cost” 
pricing is also provided by the very high proportion (89 per cent) of 
the companies stating in response to the final question (20) that they 
consider the speed with which they improve their products and produc- 
tion and selling processes more important to their profitability and 
growth over the years than “close pricing of products in relatirn to 
costs.” This evidence will be referred to again below.” 


™See Dean, op. cit., pp. 410-27, the NACA accounting studies cited above, and the 
literature of Stevenson, Jordan and Harrison. The management literature points out, 
however, that firms frequently strive to provide a pattern of different qualities of prod- 
ucts in their lines to take advantage of market segmentation and to combat competition. 
Hence many new products, sometimes developed as “price fighters,” carry low margins 
over variable costs. This may well be the reason why only 58 per cent of the respondents 
answered question 14 affirmatively. A few companies felt it necessary to qualify their 
response to the question with such phrases as “some products yes, some products no.” 

The prevalence of product-lines embracing both standard and specialty items may 
also partially explain why only 52 per cent of the companies stated, in response to ques- 
tion 16, that “most” of their new products “requiring substantial capital outlay” must 
give strong promise of “paying out” on the capital outlay “during their first few years.” 
The fact that the query was confined to cases requiring “substantial” capital outlay may 
also help account for this low affirmative response, since where substantial outlay is 
undertaken it is probable that much of it represents equipment or plant of a general 
purpose type, potentially usable for making other products later. 

*Only slight evidence is provided by the fairly equal division between companies 
responding in opposite ways to questions 12 and 13 on the use of formal market re- 
search. While the use of formal market research would give evidence of keen attention 
to marginal factors, failure to use it would not of course show indifference to them nor 
indicate an acceptance of full-cost pricing practice. Responses to these questions show 
only slight (generally positive) relationships with other marginalist evidence on pric- 
ing, with one notable exception. Seventy-three per cent of those using formal research 
in continuous guidance of policies on established products (Q. 13) also state (Q. 9) 
that they consider differing V/F cost compositions as a basis for price-cost differentia- 
tion, while only 43 per cent of those not employing such research recognize this factor. 
In view of the steady improvement and spread of techniques of market analysis, this 
evidence is perhaps not without significance. 
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VII. Time Perspectives and Innovation Recognition 


The latter portion of the questionnaire sought primarily to secure 
evidence regarding the time horizons of these companies, and the ex- 
tent to which prospective innovative changes influence their pricing 
and product-related policies. A short horizon and keen innovation- 
awareness is taken to be evidence of marginalist attitudes and behavior, 
and an opposite posture indicative of nonmarginalism.** The responses 
to the most relevant questions are summarized in Table VII. 

The responses show a definite preponderance of short-range over 
long-range horizons, a preponderantly rapid pace of innovation, and 
prevailing sharp recognition of its implications. This is especially not- 
able in the view, expressed by almost nine-tenths of the respondents, 
that staying abreast or out ahead in the innovative race is more im- 
portant to their long-range business success than a “defensive” policy 
of basing prices closely on costs. In addition, as already noted, almost 
three-quarters of the companies state they give more importance, in 
pricing new products, to estimates of short-range than of long-range 
buyer elasticities (Q. 15). A short horizon and innovation-sensitivity 
are implicit also in the responses of the 58 per cent stating that their 
new products can usually command higher price-cost ratios than their : 
established products (Q. 14). The evidence of rapid innovation and its 
effect upon policy is less impressive with respect to “payouts” expected 
on substantial capital outlays entailed in producing a new product.” 


The fairly equal division between the companies that stated (Q. 18 and 19) that they 
did and did not consider the setting and maintaining of prices in close relation to full- 
costs an effective means of avoiding competitive invasion is anomalous in view of other 
responses. Analysis of the patterns of responses shows, however, that the inconsistencies 
fall predominantly among companies stating they felt such pricing would be effective. The 
companies which expressed “no confidence” in full-cost pricing as a defensive market 
stratagem showed responses to other questions that were much more consistent than 
the companies expressing belief that full-cost pricing would be effective. 


“The hypothesis here is that in so far as a firm—especially one engaged in multi- 
product and multimarket operations—believes its success depends on staying out ahead 
in the race for improvement of products and methods it will have the following essentially 
marginalist attitudes: It will distrust cost allocations as measures of future costs; it 
will pay closer attention to revenue conditions in the present and near future than in 
later periods; and it will be more conscious of the advantages of and need for price- 
cost differentiation among its products and markets. In so far as these attitudes prevail, 
a firm’s behavior will approach continuous “maximization” of current profits, within 
the limits of its present alternatives. In conventional theoretical terminology, the ques- 
tion whether a firm’s long-run marginal revenue curves are flat and tend to coincide 
with its long-run average total unit costs, as argued by exponents of full-cost pricing 
theories, becomes largely irrelevant under such “dynamic” conditions. Relevant instead 
will be: (1) the shapes and positions of the current short-range revenue and differential 
cost curves of various segments; and (2) the differing periods of time, as among seg- 
ments, before revenue curves are likely to shift adversely, relative to costs, as a result 
of product and process innovation, 


* See, however, n. 22, supra. 
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TABLE VII.—MANAGEMENT’s TIME PERSPECTIVE AND 
Views REGARDING INNOVATION 


1. Per cent of (105) companies feeling profit and growth more dependent upon 

speed of innovation than on close cost-pricing (Q. 20) 89 
2. Per cent of (100) companies giving more importance in pricing new prod- 

ucts to buyer price sensitivity over first few years than over longer periods. 

(Q. 15) 73 
3. Per cent of (107) companies considering present (process) costs of their es- 

tablished products reliable measures of their own or stronger competitors’ 

costs of these (or competitive) products: 


(a) not even ‘2 or 3 years ahead” (Q. 17a) 20 
(b) not more than “2 or 3 years ahead” (Q. 17b) 70 
(c) not more than “‘5 to 10 years ahead” (Q. 17c) 83 
4. Per cent of (100) companies stating new products can usually command 
higher price-cost ratios than well-established products (Q. 14) 58 


5. Per cent of (104) companies stating most new products requiring substan- 
tial capital outlay must promise “pay out’ during their first few years 


(Q. 16) 52 

Component Index 6: Time Perspective and Recognition of In-| Num er of | oe Cene 
novation Companies 
Strong marginalist evidence—give primary attention to short- 

range demand (Q. 15), cannot project costs more than two to 

three years ahead (Q. 17b), and speed of innovation considered | 

more important than close cost-pricing (Q. 20) 45 14 
Substantial marginalist evidence—two of above three responses 44 43 
Strong nonmarginalist evidence—negation of above three re- 

sponses 0 0 
Substantial nonmarginalist evidence—only one of above re- 


sponses | 13 13 
| 


Average of Component Index: +1.2 


The prevalence of these “short-run” views is, of course, highly con- 
sonant with the earlier testimony: only 27 per cent of the companies 
try to follow a policy of uniform pricing in relation to full accounting 
costs; 61 per cent of them explicitly take variable cost functions into 
consideration in their multiple-product pricing policies; and variable 
cost functions are almost universally considered “helpful” in a wide 
range of management problems, both short-range and long-range in 
character (see Table III). 


VIII. Composite Evidence; Interrelations among Components 


Judged either by responses to individual questions or the foregoing 
component indexes, the evidence of over-all marginalism among these 
comnanies is very strong. The unweighted composite average of the 
six dexes is +1.23, or considerably above “substantial.”” When the 
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plus and minus scores in each component are added algebraically,” 
for each of the 88 companies ratable uniformly in this manner (see 
Table VIII), not a single company presents nonmarginalist evidence 
on balance, and all but 10 companies show more than negligible mar- 
ginal characteristics. Approximately 60 per cent of them show what 
can be considered from “substantial” to “very strong” marginalism. 
In short, the hypotheses taken from the management literature ap- 
pear to be generally supported by the questionnaire returns. Most of 
these companies do employ marginal accounting extensively, including 
segmented variable-fixed cost differentiation and the determination of 
separable fixed costs in most relevant contexts (Hypothesis 1). Most 


TaBLE VIII.—NumsBer oF Compantes Havinc Various ALGEBRAICALLY SUMMED SCORES 
IN THE Six ComMPONENT INDEXES COMBINED* 


Algebraic | Number of | Algebraic | Number of 
Score | Companies | Score | Companies 
+12 7 } +6 13 
+11 | 12 | +5 | 6 
+10 | 10 +4 | 7 
Very strong Marginalism 29 '| Moderate to Substantial 26 
+9 5 +3 3 
+ 8 6 i| +2 6 
+7 | 12 +1 1 
Substantial to Strong 23 '! Negligible 10 
|| Zero None 
| i Negative Scores None 


* Confined to the 88 companies whose responses permitted inclusion in all of the six com- 
ponent indexes. 


of them are organized, as to product and market, in a manner con- 
dusive to such accounting (2). They use variable-fixed and separable- 
common cost differentiation in a wide variety of important problems 
of planning and decision-making (3). Most of them follow essentially 
marginal principles, and eschew or subordinate cost allocations and 
full-costing, in their product selection, product investment, and both 
short and long-range pricing decisions (4). (They apparently employ 
these principles to a lesser degree in problems of selective marketing. ) 
The companies also have preponderantly a short time perspective (5) 
and a keen awareness of innovative implications in their pricing and 
related policies (6). 


* “Strong” and “substantial” marginalism (and nonmarginalism) are given weights of 
+2, +1 (—2 and —1) respectively, and mild or ambiguous evidence is given a weight 
of zero. 
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It remains to test systematically the hypotheses, embedded in the 
others, that marginalism (and nonmarginalism) in some of these char- 
acteristics will be associated with marginalism (and nonmarginalism) 
in others. Operationally, the hypotheses would run: (1) marginalism in 
organization and accounting analysis, and a short-time horizon and 
innovation sensitivity, can be taken as evidence of essential marginalism 
in business behavior; and (2) the growth of marginal accounting and 
associated techniques is likely to impart more marginalism to business 
behavior as time goes on. 

The requirements of the study as a whole, plus the high degree to 
which the other hypotheses were substantiated, unfortunately impair 
the value of the evidence for testing these hypotheses. Marginalism 
is so prevalent among these companies that the number of nonmarginal 
cases is in most cases uncomfortably small for statistical testing. 
Secondly, some of the questions and components are ambiguous for 
this purpose.*’ Finally, several variables that may affect the relation- 
ships—such as company size, nature of products and processes, and 
industry structure—have not yet been introduced. Nevertheless, al- 
though the results are only partial and suggestive, some relationships 
of significance emerge.”* 

To secure rigorous tests of significant relationships, x* tests were run 
on a number of intercomponent relationships that the literature of 
management economics would suggest. The formal results are pre- 
sented in Table IX. 

The first hypothesis tested, that enterprise organization differenti- 
ated by product-line and market area will stimulate marginal account- 
ing and marginal policies, is partially sustained and partially uncon- 
firmed (Section A of Table IX). There is a strong relationship, with a 
chance probability of less than 1 per cent, between differentiated or- 
ganization and the availablity to management of product V/F break- 


*For example, V/F accounting practice is only partially revealed by question 5, 
which inquired only whether certain breakdowns were actually put before manage- 
ment, and question 7 gives only partial evidence regarding S/C accounting practice. 
Because of the desire to extract significant information from the various portions of 
the questionnaire, several of the components are overlapping; thus pricing policy is 
reflected not only in component 5, but also to some extent in 3 and 4, and even in 
component 6. 

**A general correlation of a marginalist character is already evident in the summed 
component scores of Table VIII. It has appeared also in operations performed on por- 
tions of the data—such as the analysis of the combined use of V/F and S/C differentia- 
tion (Table V), the “patterned” responses on pricing objective and pricing behavior 
(Table VI), and the test of the consistency of marginal and nonmarginal responses on 
full-cost pricing and market invasion. In addition, examination reveals generally more 
than chance positive relationships among the marginalist responses to questions in- 
cluded as elements within the components. 
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TABLE IX.—x* Tests or RELATIONSHIPS AMONG COMPONENTS* 


Number of | D f Chance 
Related Components | Companies | x? Values Penedie, ©" | Probability 
Freecom (Per Cent) 
A. Organization (1) and: | 
V/F Availability (2) 102 | 10.278 | 1 less than 1 
Variable Costing (3) 20-30 
Separable Costing (4) 93 3.002 | 2 20-30 
Pricing (5) 101 2.979 4 50-70 
B. V/F Availability (2) and: 
Variable Costing (3) 103 8.032 1 less than 1 
Separable Costing (4) 97 0.949 1 30-50 
Pricing (5) 99 6.358 2 2-5 
C. Organization plus V/F 
Availability (14-2) and: 
Variable Costing (3) 100 5.478 2 5-10 
Separable Costing (4) 96 2.054 2 30-50 
(3) and (4) Combined 96 1.602 2 30-50 
Pricing (5) 96 2.171 | 4 76-80 
D. Regularity of Reporting» and: | 
Variable Costing (3) et) 0.361 1 50-70 
Pricing (5) 58 0.000 2 100 
E. Variable Costing (3) and: 
Separable Costing (4) 101 12.232 2 less than 1 
Pricing (5) 101 6.014 2 2-5 
F. Separable Costing (4) and: 
Pricing (5) 100 6.038 4 10-20 
G. Variable plus Separable 
Costing (3+-4) and: 
Pricing (5) 97 11.112 4 2- § 
H. Perspective (6) and: 
Variable Costing (3) 99 0.191 2 90-95 
. Separable Costing (4) 96 0.769 2 50-70 
Pricing (5) 100 7.088 2 2-54 
I. Perspective plus Variable 
Costing (3+-6) and: 
Pricing (5) 97 21.661 4 less than 1 


* In all cases negative and zero component scores were combined. Degrees of freedom were 
then reduced, by combining “substantial” marginalist with ambiguous and nonmarginal cases 
where necessary, to the points required to secure five or more cases in each expected fre- 
quency. Numbers in parentheses signify the components related in each case. 

» For these tests two groups of companies were segregated; those making total, production, 
and selling V/F product breakdowns available as regular reports, and those making them all 
available but only as special analyses. 

* At 2° of freedom the x? value has a probability of less than 1%. 

4 At 1° of freedom x? value has probability of less than 1%. 
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downs for major cost components. On the other hand only relationships 
so moderate as to be of no clear significance are found between organi- 
zation on the one hand, and use of V/F breakdowns in selective mar- 
keting, product selection and price adjustment, the employment of S,C 
fixed cost breakdowns, and differentiated pricing policies, on the 
other. 

The second hypothesis tested is that the availability of variable cost 
functions of products will lead management to give this marginal cost 
element greater weight in its pricing, marketing and product selection 
decisions than in the absence of such accounting data. This seems defi- 
nitely to be the case, the relationship between components (2), V/F 
Availability, and (3), Variable Costing, having a chance probability 
of less than 1 per cent (Section B). In this connection it should be 
recalled that component (2) measures merely the extent to which 
product V/F breakdowns are “available,” regardless of their purpose; 
while (3) records whether they are found useful in the specific prob- 
lems of selective marketing, product selection and pricing. Historically, 
such product breakdowns were used primarily for cost budgeting and 
control. This strong relationship indicates that they are also strongly 
associated with marginal attitudes in these important areas of business 
decision-making. 

On the other hand, the mere availability of product V/F cost break- 
downs does not appear to increase significantly the use of separable 
rather than allocated fixed costs in the longer-range problems included 
in component 4 (Section B, second item). 

Two supplementary possibilities regarding the influence of organi- 
zation structure and product variable cost availability upon the costing 
practices of management were also tested. The first was that a com- 
bination of differentiated organization plus product V/F differentiation 
might tend more strongly towards marginal costing principles in deci- 
sion-making than would either of these conditions alone. The second 
hypothesis was that the transmission of V/F breakdowns to manage- 
ment via regular reporting, rather than only sporadically as special 
analyses, might be especially conducive to variable costing. Neither 
of these hypotheses, however, receives significant support from the y’ 
tests (Sections C and D). 

The next hypothesis tested, a very interesting one, received strong 
confirmation. The positive correlation between variable costing and 
separable costing is so strong as to have a chance occurrence of less than 
1 per cent (Section E). It appears from this that alertness to variable 
cost functions in marketing, pricing and selecting products will make 
management look at long-run costs too in a more “marginal” manner. 


os 
a 
* 
“4 
ip 
at 
* 
24 


EARLEY: MARGINAL POLICIES 65 


The hypothesis that a short-time perspective will tend in itself to- 
wards marginal (variable and separable) costing is not substantiated 
by the intercomponent relationships, the x° tests between (6) on the 
one hand and variable and separable costing on the other yielding 
results of very low reliability (Section H). The significance of these 
seemingly anomalous results will be commented upon below. 

In view of the prominence given to pricing in the literature sur- 
rounding the marginalist controversy, and the claims of advocates of 
marginal accounting that its use will engender more marginalist pric- 
ing, the relations between the other components and Pricing (5) are 
of special interest. These are shown in the bottom items of each section 
of the table. 

Some of the interrelationships are negligible. Thus neither organiza- 
tion nor the regularity of reporting product V/F breakdowns seem in 
themselves to influence pricing policies significantly (Sections A and 
D). Nor does the relationship between pricing and separable cosiing 
seem to be close enough to be clearly statistically significant (Section 
F). 

On the other hand there are several key relationships that are 
statistically significant. Both V/F availability (2) and the use of such 
breakdowns in decision-making (3) appear to be quite strongly related 
to marginalism in standard pricing policies (Sections B and E). Those 
companies using both variable and separable costing also appear to be 
especially marginalist in their pricing (G). So too do companies hav- 
ing short-time horizons and keen innovation sensitivity (H). In short, 
the hypotheses that (a) use of marginal accounting techniques and (b) 
short views will each evoke marginalist behavior in pricing receive 
statistically significant support. 

A pattern that is somewhat perplexing appears when some of the 
key tests are juxtaposed. The most notable apparent anomaly is that 
although both variable costing and short perspective seem to be as- 
sociated with marginal pricing, there is no significant cross-relation- 
ship between short perspective on the one hand and variable costing on 
the other (Section H). This seems strange inasmuch as close attention 
to variable cost functions might itself seem evidential of short views 
toward a company’s needs and opportunities. 

To throw some light on this apparent anomaly, each company’s 
scores in variable costing (3) and perspective (6) were combined and 
related to its score in the pricing component. Significantly, the already 
quite strong relationships between each of these components and pric- 
ing becomes even stronger in this test, the x* value becoming the 
highest of all those tested (Section I). 


| 


66 THE AMERICAN ECONOMIC REVIEW 


IX. Conclusions 


A reasonable inference would seem to be that the use of marginal 
accounting techniques and a short-time perspective and innovation 
sensitivity are each independent influences tending towards marginalist 
pricing. The kind of costing which is appropriate to something akin to 
conventional theory’s short run is itself sufficient to incline companies 
towards pricing on essentially marginalist lines. The addition of other 
conditions that may lead management to take especially short views of 
their needs and opportunities simply increases this tendency. 

When combined with other results of the survey, this conclusion 
has, it seems to the author, interesting theoretical and practical im- 
plications. The significant pattern of results can be summarized as 
follows: (1) short views, innovative sensitivity, marginal costing and 
marginal pricing are all preponderant among the responding com- 
panies; (2) where considerable segmented variable cost data are 
brought to management’s attention, the companies’ short-range policies 
(inferred from the substantial attention given to variable cost func- 
tions in the various problems covered in question 6) are consistent 
with their longer-range costing, pricing and other product-related 
policies; (3) with such companies marginalism is apparently not de- 
pendent upon—though it is increased by—a short time perspective. 

It appears reasonable to conclude from this pattern that the bulk 
of these “excellently managed” companies do not conceive of short- 
run vs. long-run profitability as alternative and inconsistent goals, and 
that they seek to “maximize” their long-run welfare by alertly trying 
to maintain and increase their current profits within their practicable 
horizons. With regard to such companies, there arises a serious ques- 
tion whether it is valid to build our analytical models on theoretical 
time periods, short or long, as presently conceived. What seems to be 
typical of these companies is not “marginalism sitting,” short or long 
run, but “marginalism-on-the-wing.” 

In any case the major messages seem to be fairly clear: (1) Marginal 
accounting and costing principles have a strong hold among these com- 
panies, and the bulk of them also follow pricing, marketing, new prod- 
uct, and product-investment policies that are in essential respects 
marginalist. (2) Whether interested in short-run profits or long-run 
health, very few of these companies give any evidence of ignoring the 
opportunities and/or necessities of practicing marginalism in the above 
range of problems. ; 

Whether the same will be found true of most American firms only 
further study—and perhaps the passage of time—can tell. “In the 
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long run,” it is safe to say, the influence of firms such as these is bound 
to be substantial. At least as long as a reasonable amount of company 
autonomy and rapid innovation prevail, their influence is likely to be 
strongly in the direction of growing “marginalism” in American enter- 
prise.” 


APPENDIX A 
QUESTIONNAIRE ON COSTING AND MARKET ANALYSIS 
(With Tally of Responses) 
Name of Company 
1. Are plants speciauzed by product lines? Wholly 18 Mainly 40 


Partly 44 None 6 
2. Is your company organized into product-divisions? 


(a) Production activities Yes 76 No 32 
(b) Selling activities Yes 83 No 22 

3. Are selling activities administered on a market area or territorial 
basis? Yes 93 Nol6 


4. Please indicate by “yes” or ‘‘no” in the following spaces, whether representatives of the 
following functions of your company participate in the following types of major decisions: 


In major decisions of the following types, there is 
participation by officials representing: 


| 
Production | Selling — 
Function Function 
(a) Sales Planning and 
Budgeting 77 110 49 97 
(b) Product Pricing 58 110 36 89 
(c) Altering or Dropping 
Products 99 108 93 77 
(d) Introducing New 
Products 100 109 102 } 74 
(e) Changing Production } 
Methods 108 78 91 58 
(f) Changing Distribution 
Methods 27 107 18 67 
(g) Investment Decisions 55 48 45 106 
(h) Research Programs 79 96 108 | 61 


* Whether the conclusions of this study can be applied to business in other coun- 
tries is another question. One of the major reasons for the sharp divergence between 
the results of this survey and those of R. L. Hall and C. J. Hitch (“Price Theory and 
Business Behaviour,” Oxford Econ. Papers, May 1939, No. 2, pp. 12-45.) is, I think, 
that the latter reflected British, conditions, where business is more cartellized and manage- 
ment more conventional. However, it should also be remembered that the Hall and 
Hitch study was made almost twenty years ago; and that it relied almost entirely on 
direct testimony concerning pricing policies with little collateral evidence. See R. S. 
Edwards, “Pricing of Manufactured Products,’ Economica, Aug. 1952, XIX, 298-307. 
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5. Are breakdowns of costs into their variable* and fixed components made available to 
your management, for planning and decision-making purposes, along the following lines? 
Please check appropriate spaces: 


Are Not Avail- 
able Because 


Are Available 


The following breakdowns of Costs As | Not Con- | Planned 


into Variable and Fixed compo- | Regular | | 4S sidered Not Con- but Not 
nents: | Reports | Special || pracy. | sidered | Avail. 
to Man- | Analyses Useful. | 
| agement 
| (1) (2) (3) (4) (5) 
(a) Total Company Costs: 
1. Total Costs 62 29 2 7 2 
2. Total Production Costs 78 21 3 4 | 2 
3. Total Selling Costs | 73 19 6 7 3 
4. Total Design, Engineer- 
ing and Research Costs | 55 30 10 7 5 
5. Total Administrative 
Costs 67 21 9 7 3 
6. By Territorial Divisions | 52 21 8 17 4 
(b) By Major Products or Prod- 
uct Groups: 
1. Total Costs 62 25 5 5 2 
2. Production Costs 75 24 12 4 2 
3. Selling Costs 56 30 12 4 3 
4. Design, Engineering and 
Research Costs 43 32 19 6 3 
5. Administrative Cosis 49 27 | 16 9 3 
* By “variable” cost is meant those types (or portions) of costs that vary in totel amount 
; 4 (nol per unit) with variations in levels of activity or output—sometimes called ‘‘direct” or 
ae ‘“‘volume”’ costs. (Examples are direct materials and labor, sales commissions, and ordinarily 
WN portions of indirect expense and power costs.) “Fixed” costs are those which remain much the 
ot} same in total amount during a period, regardless of variations in levels of activity—sometimes 
fe oe called ‘‘overheads” or ‘‘period charges.” (Examples are rents, general offices, salaries, most 
| | i depreciation, and a portion of branch office sales expense.) 
a. 6. In which if any of the following problems do you consider fixed versus variable cost break- 
ne downs helpful to management? 
4 (a) Judging and controlling the efficiency of operations in various 
sectors of,a company? Yes 94 No 12 
(b) Determining “‘break-even points” for: 
(1) Total company operations? Yes 81 No 26 
(2) Individual divisions or sectors? Yes 87 No 20 
(3) Major products or product groups? Yes 81 No 23 
(c) Determining the effects upon costs of changes in volume? Yes 101 No 6 
(d) Estimating the advantages of possible increases in sales that might 
accompany price decreases? Yes 88 No 18 
(e) Deciding which products to stress in selling efforts? Yes 69 No 36 
(f) Deciding which markets to stress in selling efforts? Yes 52 No 53 
(g) Deciding whether to drop a product or product-group? Yes 89 No17 
(h) Deciding what types of product to add to a line? : Yes 76 No 31 
(i) Choosing the best methods of production? Yes 76 No 31 


(j) Choosing the best methods of distribution and selling? Yes 52 No55 
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7. In the following planning and decision-making problems, does the cost analysis you use 
“break out” and consider as the fixed cost involved the addilion (or reduction) in your total 
fixed charges that the change would entail? (Or are these problems analysed in some other 
manner, such as by calculating “full costs,” including all overhead allocations?)* 


(a) Deciding whether to drop a product or product-group? Yes 73 No 28 
(b) Deciding whether to close down a plant or division? Yes 82. No 19 
(c) Deciding whether to add to capacity to produce an existing product? Yes 88 No 14 
(d) Deciding what types of product to add to a line? Yes 68 No 33 
(e) Estimating the price and volume at which a new product must sell 

to make its introduction profitable? Yes 72 No 30 
(f) Deciding whether to open up a new sales office or a new sales terri- 

tory? Yes 52 No 49 


* The distinction in costing involved here is that sometimes made in accounting literature 
between those fixed costs that are “separable” or “specific” to an operation or sector, as 
against those that are “inseparable” or “common.” For example, if the new machinery re- 
quired to make a new product would add $50,000 a year in fixed charges, and that were the 
only added fixed charge involved, the $50,000 would be the “‘separable” or ‘‘specific’”’ fixed 
cost of introducing the product. On the other hand, if a part of the fixed charges on the build- 
ing in which the machinery was to be installed were allocated to the new product, that would 
be an example of ascribing “common” fixed costs to its introduction. 


8. Is it your policy to try to maintain, as among your various products 

and market areas, more or less equal percentage margins between 

prices and ‘‘full costs?” (Note: Full cost includes allucation of all 

overheads.) Yes 29 No77 
9. In pricing decisions on your various products, do you take into con- 

sideration the extent to which costs of different products are made up ’ 

of variable as against fixed costs? Yes63 No 
10. Do you modify price-cost relationships, as among your various prod- 

ucts, to reflect differences in buyer sensitivity to price—that is, how 

much more or less buyers would take if the price were lower or 

higher? Yes34. No 9 
11. Do you modify price-cost relationships among your various products 

to reflect differences in the degree of com petitive pressure you expect 

from other companies? Yes 89 Nol7 
12. In pricing a new product do you employ formal market research to 

ascertain buyers’ sensitivity and/or probable competitive pressure 

from other companies? Yes 60 No 47 
13. In the case of already established products do you employ formal 

market research to keep informed as to buyer sensitivity and/or com- 


petitive pressure? Yes56 No5l 
14. Can your new products usually command a higher price in relation 
to their costs than your well-established products? Yes56 No 47 


15. In introducing a new product, is estimated sensitivity of buyers to 

price over the first few years of its introduction given more or less im- 

portance in fixing its price, than estimated buyers’ sensitivity looking 

a long period (say ten to fifteen years) ahead? More 73 Less 29 
16. Are prospective rates of obsolescence of products and/or processes in 

your industry such that most of your new products that require sub- 

stantial capital outlay must give strong promise of “paying out’’ on 

their capital outlay during their first few years? Yes 54. No 50 
17. Aside from possible changes in wages and material prices, do you 

consider the present costs of your established products reliable measures 

of the costs at which you (or your stronger competitors) will be able 

to produce these (or competitive) products: 


(a) 2to 3 years ahead? Yes 85 No 22 
(b) 5 to 10 years ahead? Yes32. No/74 
(c) 10 to 15 years ahead? Yes18 No 88 
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. In introducing new products, do you consider that setting their prices 
in close relation to their “full costs” plus a norma! profit is an effective 


. Do you consider that maintaining prices in close relation to ‘‘full 
costs” plus “normal profit” is an effective means of avoiding market 


. Do you feel that the profitability and growth of your company over 
the years depends more or less upon close pricing of your products in 
relation to costs than upon the speed with which you improve your 


means of avoiding competitive invasion of their markets? Yes 48 No 56 


invasion of your established products? Yes 46 No 6l 


products and your production and selling processes? More 12 Less 93 


APPENDIX B 


INDUSTRIAL CLASSIFICATION OF CIRCULARIZED AND RESPONDING COMPANIES 


| Number c ircularized 


| Number of 


= Industry Net of “Non-| Usable 
Total Applicable” | Responses 

2000 | Food and Kindred Products 
2100 Tobacco Manufacture } 2 2 | 0 
2200 Textile Mill Products 6 6 | 4 
2300 Apparel 1 1 0 
2400 Lumber-and Wood Products 2 2 | 0 
2500 Furniture 2 2 | 2 
2600 Paper and Allied Products 20 18 9 
2700 Printing (Publishing excluded) 1 1 1 
2800 | Chemicals and Allied Products 36 30 | 16 
2900 Coal and Petroleum Products 19 15 7 
3000 Rubber Products 4 4 | 2 
3100 Leather and Leather Products 1 1 0 
3200 Stone, Clay and Glass | 14 13 5 
3300 | Primary Metals 20 18 10 
3400 Fabricated Metals | 9 9 } 5 
3500 Machinery, except Electrical 34 33 23 
3600 Electrical Machinery 13 13 5 
3700 | Transportation Equipment 16 11 5 
3800 Instruments and Related Products | 9 7 4 
3900 | Miscellaneous Manufactures 2 | 2 | 2 
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ECONOMIES OF SCALE, COMPETITION, AND 
EUROPEAN INTEGRATION 


By Tisor Scitovsky* 


The advocates of economic integration in Western Europe regard 
it as a panacea for many of the continent’s economic ills. It is ex- 
pected to work its beneficial effects through increased competition, 
mere planning on a larger scale, and the creation of a European 
bureaucracy, expected to be less inefficient and less amenable to the 
pressure of sectional interests than some of the national bureaucracies 
it would replace. Since the last two factors raise far more political 
than economic questions, we shall only deal with the implications of 
the first, increased competition. This is generally expected to have 
more profound effects on the nature and direction of investment than 
on the utilization of existing equipment.’ The low labor productivity 
of European manufacturing industry is believed largerly to be due to 
the use of obsolete and inefficient manufacturing equipment; and 
there is a strong feeling that integration would improve this situation. 
*The improvement is expected to result from the greater scope for 
economies of scale and the greater mobility of capital that integration 
would bring about. These expectations are probably correct; but it 
seems desirable to develop the argument with more exactness and in 
greater detail. In particular, we propose to analyze the nature of past 
and present obstacles to efficient investment in Western Europe, after 
which we shall be able to discuss relatively simply and briefly the way 
in which integration may overcome these obstacles and the kind and 
degree of integration that would be necessary to achieve this. 

The problems of investment may be discussed under the headings 
of (a) the level of investment, (b) its geographical distribution, and 
(c) its functional distribution between different industries and between 
different methods of production within the same industry. The short- 
comings of European investment under the first two headings are too 

* The author is professor of economics at Stanford University. He is indebted to the 
Office of Naval Research for having made possible the writing of this paper, a slightly 
different form of which appeared mimeographed as Technical Report No. 21, under 


O.N.R. contract N6onr-25133 (NR-047-004). He also acknowledges indebtedness to 
M. W. Reder for valuable criticism and suggestions. 


* The latter have been dealt with in my paper on “The Probable Effects of Economic 
Integration in Western Europe,” Technical Report No 18, under O.N.R. contract Néonr- 
25133 (NR-047-004), mimeographed. 
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well known to need more than a passing mention here. It is generally 
known that Western European investment during the interwar period 
might have been much higher had chronic unemployment been avoided 
and a higher level of output and income maintained. With today’s better 
understanding of the determinants of employment, this deficiency is 
not likely to recur in the future, irrespective of whether or not eco- 
nomic integration is achieved. It is also well known that the geographi- 
cal distribution of investment in Western Europe was largely deter- 
mined by the geographical distribution of savings and had little or no 
relation to the distribution of natural resources and population growth. 
Indeed, it seems that the rate of capital accumulation was, by and 
large, the greatest in the countries where population growth was the 
smallest; and neither capital nor labor was sufficiently mobile to cor- 
rect this situation. This deficiency can only be removed by economic 
integration—a subject to which we shall return at the end of this 
paper. 

In contrast to the above problems, that of the functional distribution 
of Western European investment is relatively unexplored. It is known 
that much of Europe’s capital equipment is obsolete; but it is not 
known to what extent this is an inevitable consequence of early de- 
velopment, and to what extent—and at what cost—it could have been 
avoided under more favorable circumstances or by more enlightened 
investment and equipment-replacement policies. This problem has noe 
been treated in the theoretical literature either. Orthodox capital theory 
has dealt with the influence of capital accumulation on real wages and 
interest rates, and the influence of these on the method of production 
chosen; but all this is not very relevant to the problem at hand. More 
relevant is the largely unexplored question of the influence of rates 
of growth, economies of scale, degrees of competition, and the size of 
firms, on the allocation of investible funds. 


I. The Choice of a Method of Production 


For any given set of factor prices different methods of production 
can be arranged in order of increasing unit costs of production, or, in 
other words, in order of decreasing efficiency. For any given price of 
the product this is also the order of decreasing profitability. Hence 
the well-known conclusion that under perfect competition it is profit- 
able to adopt and use the method of production that is the most 
efficient, in the sense that it minimizes per-unit costs of production. This 
is the case of perfect harmony between profitability and social desira- 
bility. 

In discussions of economic policy this conclusion is usually taken 
for granted without much thought of the assumptions on which it is 
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based. These are perfect competition (i.e., given factor and product 
prices) and absence of economies of scale; and it so happens that the 
conclusion remains valid if either one of these assumptions is dropped, 
provided that the other is retained. The realistic case, however, is that 
where neither assumption obtains. 

Different methods of production exploit economies of scale to 
different degrees. The rate of output therefore that minimizes unit 
costs of production is likely to be different for each method of produc- 
tion; and, as a general rule, the more efficient the method the higher 
the rate of output needed to reach minimum per-unit costs, or, to put 
it differently, the larger the optimum size of the plant.* This fact would 
leave unaffected the entrepreneur’s choice of a method in a perfectly 
competitive world, where no difficulties either of selling or of buying 
prevent his producing and marketing the output whose cost of pro- 
duction is the lowest. Not so in an imperfectly competitive world, where 
the entrepreneur faces a falling demand curve for his product and ris- 
ing supply curves for his factors. Here, the price charged generally 
depends on the output to be marketed; and if the more efficient methods 
require a higher rate of output for the full exploitation of their econ- 
omies, then the output obtained by these methods is likely to be sold 
at a lower (and the required input of factors obtained at a higher) 
price. This, however, disrupts the simple correspondence referred to 
earlier between efficiency (i.e., minimum production costs) and prof- 
itability, because it lowers the profitability of the more efficient 
methods relatively to that of the less efficient ones. Hence the possibility 
that the limits to the entrepreneur’s markets will prevent—by rendering 
less profitable or even unprofitable—the adoption and use of the more 
efficient methods of production.’ 

An obvious case in which this might happen is that where the mar- 
ket is too small to provide an outlet for the full-time operation of the 
most efficient type of equipment.* This may seem like a rare and ex- 
treme case; but there exist lines of activity in which the full-time 
operation of a single modern plant of optimum size produces an output 

* This principle has been already enunciated in a variety of forms by Nassau Senior, 
John Stuart Mill and Alfred Marshall; but statistical verifications of it are few. See, 
however, J. M. Blair, “The Relation between Size and Efficiency of Business,” Rev. 
Econ. Stat., Aug. 1942, XXIV, 125-35; L. Rostas, Productivity, Prices and Distribution 


in Selected British Industries (Cambridge, 1948); also the bibliography at the beginning 
of Blair’s article. 


*M. W. Reder and P. A. Baran have pointed out to me that this idea, in somewhat 
different form, has been stated in Maurice Dobb, Political Economy and Capitalism 
(London, 1937), Ch. 8, and Oscar Lange, “A Note on Innovations,” Rev. Econ. Stat., 
Feb. 1943, XXV, 19-25. 


*1.e., the equipment whose use involves the lowest costs of production at the ruling 
factor prices. 
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that exceeds the entire national demand of some of the smaller Western- 
European countries. Oil refineries and continuous wide-strip steel mills 
are examples. National self-sufficiency in these fields is uneconomical 
for the smaller countries and can only be achieved at the cost of using 
either relatively inefficient small-scale equipment or efficient large- 
scale equipment in an uneconomical way (i.e., on a part-time basis). 

The above case, however, is not the only one in which the most 
efficient equipment is not the most profitable to operate. For invest- 
ment is usually made not in an economic vacuum but in an environment 
in which both a market and an indus*ry catering to this market are 
already in existence. Accordingly, investment in new capacity caters 
merely to the gross accretion of demand created by (a) the secular 
rise in incomes, (b) the scrapping of obsolete capacity, and (c) shifts 
in the pattern of demand; and it is to this gross accretion of demand 
that the optimum size of the new capacity must be related. 

If the accretion of demand is a continuing process, it is socially 
desirable so to space investment, with gaps of several years between 
successive investments if necessary, that each investment is in the most 
efficient optimum-sized plant. This, however, need not necessarily 
happen in the market economy. It probably will if the most efficient 
methods of production are already in use, because existing methods 
and costs of production usually establish a standard below which few 
if any firms ever wish to fall. Competition may already be such that 
producing at a cost above that of the most efficient competitor is not 
very profitable; and if not, the mere existesce of optimal productive 
capacity is usually a sufficient competitive threat to discourage the 
building of new suboptimal capacity, whose operation would involve 
higher costs of production. The danger of retrogression therefore is 
small. 

There is danger of stagnation, however, which arises when all exist- 
ing equipment is suboptimal. In this case, competitive pressure for 
the adoption of optimal equipment is slight, because prices in an ex- 
panding market are likely to be (and to remain) high enough to assure 
adequate profits even to the operators of the suboptimal equipment 
currently in use.” The adoption of optimal equipment would lower 
operating costs; but if it requires a very much larger scale of opera- 
tion, it may not raise profits and hence may never be adopted. The 
problem whether and under what conditions optimal equipment will be 
adopted we propose to discuss in two stages: first for the special and 
limiting case where competition for the accretion of demand is per- 


“Indeed, many technical improvements and innovations are introduced in times of 
depression. It would be interesting to know whether these innovations are predominantly 
those that do not depend for their profitability on an expansion of output. Such a find- 
ing would help to confirm the main thesis of this paper. 
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fect, and afterwards for the more general and realistic case of com- 
petition in the imperfect market. 

In the first of these cases the entrepreneur would have the choice of 
the following three alternatives: (1) to install suboptimal equipment 
as soon, as the accretion of demand creates sufficient outlet for its full 
exploitation; (2) to install optimal equipment and reconcile himself 
to its partial exploitation during the early years of its existence; and 
(3) to postpone installing optimal equipment long enough for the inter- 
vening further accretion of demand to permit the better exploitation 
of its capacity. The first alternative yields the profit considered normal 
in the industry; the second alternative may yield a profit as high or 
higher if the difference in capacity between optimal and suboptimal 
equipment is small;* but if, as is more likely, the difference in capacity 
is great, the profitability of this alternative will be smaller than that 
of the first. The third alternative would seem always to be the most 
profitable of the three; but it involves the risk that while the entre- 
preneur is waiting for demand to expand yet further, a competitor will 
forestall him by installing suboptimal equipment and thus make him 
forfeit all chance of expansion. Hence the likelihood of the first alter- 
native being adopted. 

The above argument applies to our special first case only, because 
it is based on the assumption that a single entrepreneur can, by the 
slightest competitive underbidding and at negligible cost, capture 
the entire accretion of demand for his industry’s output. This assump- 
tion may rot be unrealistic in some cases; but it is unrealistic in 
the general case of competition in the imperfect market. Here, ac- 
cretions of demand cannot be pre-empted and catered to by any one 
of several firms without a costly competitive struggle. If an entre- 
preneur decides to scrap part of his productive capacity, he will hardly 
let a competitor take over the market so freed, since he will be anxious 
to make his own investment and himself fill the gap he has created, 
and he will be aided by his established goodwill in this endeavor. 
Similarly, the net increase in demand due to a rise in incomes or shift 
in consumption patterns is also likely to accrue, not to any one firm that 
first installs additional capacity, but to all established firms, appor- 
tioned among them in approximate proportion to their shares in the 
already existing market. Thus, if the market as a whole expands at the 


*This is so, because the loss due to a minor underutilization of the capacity of the 
optimal equipment may well be offset by the saving in production costs that the use 
of this equipment permits. Indeed, when the saving in production costs more than offsets 
the loss due to underutilization, we may speak of an “optimum degree of underutilization” 
or “optimum degree of overcapacity.” For a discussion of this concept, and for a 
numerical estimate of the optimum degree of overcapacity in natural gas transmission, 
see H. B. Chenery, “Overcapacity and the Acceleration Principle,” Econometrica, Jan. 
1952, XX, 1-28. 
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rate of x per cent per annum, each firm is likely to find its market 
expanding by approximately x per cent of its actual sales. To expand 
its market at a faster rate, the firr. must encroach upon its competitors’ 
potential or actual markets.’ This, however, requires a competitive 
struggle and involves a cost if competitors, too, are able and anxious 
to expand and (at least) to maintain their shares in the accretion of 
market demand; it requires time even if competitors are either unable 
or not anxious to maintain their relative positions in the market. 

We can now proceed to investigate the problem of whether in this 
more general and realistic case the expansion of demand leads to prog- 
ress, t.e., the building of plants utilizing the best methods of produc- 
tion known, or whether it leads to stagnation, i.e., the building of more 
plants of the suboptimal type currently in use. (The danger of retro- 
gression is small also in this case, for the reasons already given.) For 
this purpose we must reformulate our list of the entrepreneur’s alter- 
native courses of action so as to make it appropriate to the opportuni- 
ties offered by the imperfect market. The entrepreneur’s first alterna- 
tive will now be: to build a suboptimal plant as soon as his share in the 
expansion of the market renders this profitable. The second alternative 
could stand unchanged; but since it is the least likely to be adopted it 
might as well be dropped, and we shall substitute for it a new second 
alternative: to build an optimal plant at the time when it would be 
profitable to build a suboptimal one but try simultaneously to encroach 
upon his competitors’ markets and so create an adequate outlet for the 
larger capacity of the optimal plant. The third alternative remains un- 
changed but in view of its affinity to the new second alternative re- 
quires more careful wording: to postpone the building of an optimal 
plant until the time when the further accretion of demand enables the 
entrepreneur to sell its full-capacity output without encroaching upon 
his competitors’ markets. In addition to these three cases, combinations 
of the second and third offer further (and likely) alternatives; but it 
will simplify the argument if we consider only the three listed. 

The first alternative, using the suboptin:al method of production 
currently in use, promises, by definition, the profits normal to the in- 
dustry. The second, using the best method of production known but 
raising the problem of competitive market expansion may promise a 
lower or a higher profit than the first, depending on the degree of com- 
petition, which determines whether the cost of market expansion is 
large or small.* The third alternative would promise a higher profit 


* By a firm’s potential market is meant its proportionate share in the accretion of 
demand. 
* The cost of market expansion is the cost to the firm of increasing its sales either 
by increased advertising and other selling outlays or by a price reduction (in which 
‘ ” . . 
case the “cost” consists in the reduction of sales receipts on the volume previously sold). 
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than the first but must be discounted for the risk that the entrepreneur 
might lose his share in the accretion of market demand, because by 
waiting he enables and encourages competitors to expand at his ex- 
pense. Which of the three alternatives is the most profitable and which 
will be the one adopted depends therefore partly on the cost of com- 
petitive expansion, which determines the profitability of the second 
alternative, and partly on the magnitude of the risk just mentioned, 
which determines the desirability of the third alternative. In other 
words, since the first alternative stands for stagnation and both the 
second and third (together with combinations of them) stand for in- 
novation and progress, we may regard the risk of losing one’s potential 
market and the cost of competitive market expansion as determinants 
of the rate of technological progress. 


II. Determinants of the Choice 


The risk of the entrepreneur’s losing his potential market depends 
on the time interval between the moment when investment in sub- 
optimal plant, and that when (thanks to the further accretion of de- 
mand) investment in optimal plant, would become profitable. The 
shorter this time interval, the smaller the risk of the entrepreneur’s 
forfeiting his chance to expand through the expansion of his com- 
petitors. The risk to the entrepreneur of losing goodwill and having 
competitors make inroads on his market is greatest during the time 
when demand has, but his productive capacity has not yet, expanded. 
He minimizes this danger if he expands his sales in proportion with 
the expansion of demand by depleting inventories and increasing the 
utilization of his capacity through overtime and multiple-shift opera- 
tion. This, however, is likely to raise costs and can only be done to a 
limited extent and for a limited period. Hence the advantage of a 
short time interval. 

The length of this interval depends, partly on the technological fac- 
tors that determine the difference between the capacities of the two 
types of plant, and partly on the rate of market expansion and the 
firm’s share in it, which together determine the volume of additional 
market outlet that accrues to the firm per unit of time. In particular, 
the larger the firm and its share of the market, and the larger x, the 
rate at which the market expands, the smaller will be the time interval 
and the risk to the entrepreneur, and the greater therefore the likeli- 


hood of his adopting the third alternative and investing in optimal 
equipment. 


Under the name of “variation cost” the concept of the marginal cost of market ex- 
pansion and its relation to the price elasticity of demand are discussed in detail in 
my Welfare and Competition (Chicago, 1951), Ch. 11, 13. 
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A. The Size of the Firm 


In addition to the above advantage of shortening the crucial time 
interval, largeness of size has other advantages as well, all of them 
conducive to the adoption of the optimal method of production. To 
begin with, the large firm is likely to have more capacity to scrap, which 
is an advantage when the expansion of capacity is linked—as it so often 
is—with the replacement of obsolete equipment. Secondly, the large 
firm usually has greater financial resources and easier access to capital 
than the small firm, and thus the greater ability to finance the con- 
struction of modern large-scale plant.® Thirdly, as Schumpeter has 
stressed, the large firm’s greater financial resources enable it to engage 
in the scientific research that often has to precede innovation and the 
adoption of better methods of production. Here then is one condition 
of efficient investment in opiimal plant not often fulfilled in Western 
Europe, where the small family firm is still dominant in many, espe- 
cially the older industries.*° 


B. The Rate of Accretion of Demand 


As to the second condition favorable to the adoption of optimal 
equipment, a large value of x, the rate of accretion of demand, this too 
has been deficient in Western Europe during recent decades; and it 
may be worth while to discuss the determinants of this factor in more 
detail.** As already mentioned, x depends on the rate at which incomes 
rise, the rate at which old capacity is scrapped and makes room for 
new capacity, and the rate at which the pattern of demand shifts. All 
three factors have the peculiarity that they not only determine but are 
themselves determined (at least partly) by the rate at which new 


* For estimates of the capital requirements for constructing optimal plant in 20 differ- 
ent industries, see J. S. Bain, “Economies of Scale, Concentration and Entry,” Am. 
Econ. Rev., Mar. 1954, XLIV, 36, Table VII. 

*This is generally believed to be true, especially of such countries as France, Italy 
and Germany, but I am not familiar with all the data. For France, see P. George, 
“Etude statistique des dimensions des établissements industriels” in G. Dessus, P. George 
& J. Weulersse, Matériaux pour une géographie volontaire de Vindustrie frangaise (Paris, 
1949). For British data and their comparison to U.S. data, see P. S. Florence, The Logic 
of British and American Industry (Chapel Hill, 1953). Florence shows that there is no 
significant difference between the median size of British and American manufacturing 
plants when measured in terms of manpower. In view, however, of the great difference 
in labor productivity between the two countries, this implies a significant difference in 
the median size of plants in terms of output, which is the more relevant measure. 

It is also worth noting that the size relevant in this connection is not that of the 
average or median but of the largest plant, because once an optimal ‘plant has been 
built by one (presumably the largest) firm, its competitors are likely to be discouraged 
forever after from building less efficient plant. 

"For statistical information on the rate of expansion of Western Europe’s markets 
and economies, see I. Svennilson, Growth and Stagnation in the European Economy, 
U.N. pub., prepared by E.C.E. (New York, 1955). 
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methods of production are introduced. Such reciprocal relations are 
common in economics; and they have a multiplier effect, in that they 
reinforce and provide with a leverage the effect of the other factors on 
the rate of innovation.”* 

The rate at which incomes rise depends partly on the rate at which 
the labor force and its equipment expand, partly on the rate at which 
more efficient equipment replaces and supplements the less efficient 
equipment already in use. The former has been rather slow in Western 
Europe owing to the slow rate of population growth; and matters were 
made rather worse by the negative correlation already referred to be- 
tween population growth and capital accumulation. The latter is one 
of the reciprocal relations mentioned above. 

The rate at which obsolete equipment is scrapped and makes room 
for new equipment may be said to depend entirely on the rate of in- 
novation and expansion. To begin with, it is usually profitable to scrap 
old equipment and replace it with new when the variable cost of pro- 
ducing with the old exceeds the total unit cost of producing with the 
new. This latter cost, however, is higher when the new equipment is 
suboptimal than when it is optimal, so that old equipment will be re- 
tained longer in the first than in the second case. In an expanding econ- 
omy this implies that the rate of scrapping and replacement will be 
lower when the new plant installed is suboptimal than when it is opti- 
mal. Secondly, in depressed or stagnating industries, with difficult 
access to capital funds, the rate of scrapping will be lower still, because 
existing equipment will be retained as long as it yields a positive gross 
profit (i.e., receipts minus current expenses but not minus deprecia- 
tion ).** 

We now come to shifts in the pattern of demand as a source of mar- 
ket demand, the importance of which I should like to stress. Today, 


“A familiar example of such a relation is the Keynesian multiplier in the theory of 
employment. There, it is the mutual dependence of consumption on income and of 
income on consumption that causes the other determinants of income, private invest- 
ment and government expenditure, to have a leverage or multiplier effect on income. 
(Similarly, the same mutual dependence between income and consumption causes the 
other determinants of consumption, e.g., income distribution and the value of accumu- 
lated savings and liquid assets, to have a multiplier effect on consumption.) Another 
well-known example of a reciprocal relation and its leverage effect is the mutual 
dependence between price rises and expectations of price rises, with the resulting in- 
stability and exaggerated response of prices in speculative markets. 

“For a more detailed and rigorous discussion of the principles of equipment-replace- 
ment policy, see my “Sur deux principes de maximation du profit et quelques-unes de 
leurs implications,” Rev. Econ., May 1955, VI, 371-75. On the effect of expectations of 
future technical progress on replacement policy and hence indirectly on the rate of in- 
novation, see E. Schneider, Wirtschaftlichkeitsrechnung (Tiibingen, 1951), pp. 90-96; 
and G. Terborgh, Dynamic Equipment Policy (New York, 1949), passim. Their treat- 
ment of this important problem (which is neglected in this paper) may not be very 
satisfactory but is difficult to improve upon. 
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when economies of scale are important and the optimum size of manu- 
facturing equipment is large, efficient investment combined with bal- 
anced growth (in the sense of parallel and simultaneous investment 
in all industries in conformity with the pattern of consumers demand 
and of different industries’ demand for each other’s products) has 
probably become a physical impossibility in all but the largest econ- 
omies. In other words, the advantages of economies of scale may often 
be unobtainable without sacrificing balanced growth; just as balanced 
growth may have to be paid for by sacrificing economies of scale. The 
several-year investment plans of the planned and underdeveloped 
economies are, in essence, plans for unbalanced growth—that being the 
only growth compatible in these economies with the full exploitation 
of economies of scale. But unbalanced growth, meaning the temporary 
distortion of the pattern of productive capacities, is possible also in the 
market economy, provided tht a matching distortion or shift of the 
pattern of demand occurs. (Whether we should also call the latter 
unbalanced growth is another matter.) There is good reason to believe 
that such shifts have occurred in the American economy and have 
greatly facilitated the development and modernization of American 
consumers goods industries.’* 

The speed with which new consumers goods are accepted by the 
American public and become items of mass consumption is well known; 
and it must to a great extent be due to the plasticity of the expenditure 
pattern. This is borne out also by statistical studies of the growth 
pattern of individual U.S. industries, which show great variations over 
time in their rates of growth, with new and newly modernized industries 
growing at very much faster rates than the economy as « whole. To 
some extent this must occur at the expense of imports (or, less often, 
with the help of exports); but mostly it seems evidence of a shift in 
the pattern of domestic demand in favor of the new or newly modern- 
ized industry, brought about partly by price reductions, partly by ad- 
vertising and other forms of sales effort. 

While no corresponding information seems to be available for West- 
ern Europe, it is widely believed that the Western European’s con- 
sumption pattern is less flexible than that of the American. For one 
thing, the European’s expenditure pattern may be more rigidly deter- 


“ There is very much less scope for such shifts as far as producers demand for each 
other’s products is concerned. Within this realm of interindustry demand, changes in 
the pattern depend largely on complementary changes in the composition of foreign 
trade. It may also be mentioned here that the faster expansion and greater scope for 
innovation that shifts in the pattern of demand provide for some industries may be, 
but need not be, obtained at the expense of progress in those other industries from 
which demand has been diverted. Compare the parallel argument given below (p. 82) 
concerning shifts of demand among firms belonging to the same industry. 
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mined by tradition; for another, his lower standard of living, which 
gives him a smaller margin for nonessentials, among them consumer 
durables, may also render his expenditure pattern less plastic. The 
latter seems to be borne out by the well-known fact that the variance 
of family expenditures rises with their average.’ Finally, it may also 
be the case that European manufacturers underestimate the flexibility 
of the European consumer’s expenditure pattern; they certainly have 
not tried very hard to influence it through price reductions, advertis- 
ing, and other such means. At any rate, the rigidity of European con- 
sumption habits may be explained as much by the lack of inducement 
to change these habits as by the first two factors. It must be added that 
shifts in the pattern of demand are again a reciprocal factor: the greater 
the sales pressure the greater the shift, and the greater the improve- 
ment in production methods the greater the sales pressure that the 
manufacturer can profitably exert. 


C. The Degree of Competition 


While the size of the firm and the rate of market expansion influence 
the rate of progress by influencing the entrepreneur’s choice between 
the first and third alternatives, the degree of competition exerts its 
influence by determining the cost of market expansion and therewith 
the relative profitability of the first and second alternatives. Further- 
more, if competition renders the optimal method of production the most 
profitable, it is also likely to render suboptimal methods not merely less 
profitable but unprofitable—an altogether different but equally impor- 
tant condition of technical progress. For example, there are monopo- 
lists in Western Europe whose scale of operation is large enough and 
whose markets expand fast enough to render profitable the adoption 
of the best methods of production known; but who nevertheless are 
reluctant to innovate if this requires major investments, price reduc- 
tion, the tapping of new markets, or any other drastic change, be- 
cause they prefer the safety, certainty and the quiet life of the status 
quo to the prospect of higher profits. They would be induced to in- 
novate, however, if competition and their competitors’ ability to in- 
novate were to eliminate the safety of the status quo and the profits to 
be had by retaining the hitherto profitable suboptimal methods of pro- 
duction. Competition therefore may be said to promote technical 
progress by brandishing the stick as well as the carrot, provided it 
means not merely numbers but the existence of actual or potential com- 
petitors able to expand at other competitors’ expense. 


“Cf. D. S. Brady, “Variations in Family Living Expenditures,” Jour. Am. Stat. Assoc.. 
June 1938, XXXIII, 385-89; and S. J. Prais and H. S. Houthakker, The Analysis of 
Family Budgets (Cambridge, 1955), p. 56. 


82 THE AMERICAN ECONOMIC REVIEW 


It is important to make this proviso, because it has been argued that 
in Europe neither monopoly nor competition leads to technological 
progress. Monopolists, so the argument runs, have the ability but lack 
the incentive to innovaie; competitors, usually operating on too small 
a scale, lack the ability; and when any n-1 of the m competitors lack 
the ability, the mth is deprived of the incentive. The above may be a 
realistic description of the state of affairs in Europe; but it is some- 
what misleading as an argument, because it uses the concept of com- 
petition to denote merely large numbers and not, as it should, also the 
ability and willingness of one competitor to encroach upon the others’ 
markets. Large numbers often imply small productive capacity in the 
representative firm, and this may well impede innovation when that de- 
pends on the better exploitation of economies of scale; but large num- 
bers alone do not make a market competitive. The hallmark of com- 
petition is a high price elasticity and cross elasticity of demand (or 
supply); this means ability to expand at competitors’ expense; and 
the latter of course tends to offset the handicap of smallness.’* Indeed, 
we should argue, together with the propounders of the concepts of ac- 
tive, dynamic and workable competition, that this aggressive aspect of 
competition is the most important characteristic of competitive be- 
havior.** 

This brings us to the second and more crucial function of competi- 
tion, which is to render innovation profitable. For, just as a shift in the 
pattern of demand may enable an entire industry to innovate by allow- 
ing it to expand fast enough at the expense of other industries, so com- 
petition within the same industry may do the same thing for an in- 
dividual firm by enabling it to expand at its competitors’ expense."* It 
will be useful to illustrate this with a numerical example. Take an in- 
dustry that consists of 5 firms of approximately equal size, assume that 
demand for the industry’s output expands at 100,000 units per annum 


“There are situations, however, in which this handicap may be very difficult to 
offset. A good example of the nature of this problem is furnished by the Italian steel 
industry. This consisted, until recently, of more th»; 80 small firms, which together 
produced a total of 314 million tons of crude steel. \’odern practice would require that 
this tonnage be produced in 2, at the most 3, integrated plants. (Cf. Stanford Research 
Institute: Economic and Industrial Problems of the Italian Mechanical Industries, Stan- 
ford, 1951, p. 5.) Hence, for an average Italian steel producer to install modern equip- 
ment and start producing on an efficient scale, he would have to expand his market 
outlet more than 20-fold. It would require a very high degree of competition to render 
this possible, let alone the high elasticity of supply of capital funds that would also 
be required. 

“For a discussion of this aspect of competition and its relation to the more familiar 
aspects stressed in the orthodox literature of the subject, see my “Monopoly and Com- 
petition in Europe and America,” Quart. Jour. Econ., Nov. 1955, LXIX, 613-15. 

* Indeed, the two are the same in a formal sense, even though the institutional 
factors behind them are very different. 
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and that this is also the optimum capacity of a modern plant using the 
best productive method known, although the best suboptimal plant 
currently in use has an optimum annual capacity of 20,000 units only. 
In such a situation, the industry can meet the expansion of demand in 
at least two ways. One is for each of the 5 firms to build every year a 
new suboptimal plant with a productive capacity of 20,000 units, the 
other is for one optimal plant of 100,000 unit capacity to be built 
yearly. In the first case the relative position of the 5 firms remains 
unchanged through time; in the second their relative positions are 
bound to change but need not change permanently. The latter will 
happen if, say, the same firm builds all the new plants; but if each 
plant is built by a different firm, the original relative situation will be 
restored in the 5th year. Which of these last two alternatives comes 
about is a matter of great import for the survival of competition but is 
of no concern to us here. The problem of interest to us is whether and 
under what conditions competition leads to the building of optimal 
plant. 

It is obvious to begin with that optimal plant is not likely io be 
built in an oligopolistic situation when the industry operates with a 
price structure that allows each member an adequate profit, even 
though productive methods are suboptimal and costs higher than they 
need be. Each entrepreneur may know that he could lower his costs by 
adopting better methods of production; but if, as in our example, he 
cannot do this without lowering price or otherwise arrogating to him- 
self more than his proportionate share of the accretion of demand, he 
may well be afraid that by so doing he would disturb the pre-existing 
oligopolistic equilibrium. He will probably decide therefore to let sleep- 
ing dogs lie, lest he lose more by unleashing a competitive struggle than 
he could gain by the reduction of his costs of production. More simply 
still—and perhaps also more realistically—each entrepreneur may re- 
gard it as contrary to business ethics to enlarge his market at his com- 
petitors’ expense; and he may, for this reason alone, refrain from an 
investment policy that would necessitate encroachments upon his 
competitors’ share of the market. 

In Western Europe, where national markets are often small and 
relations among competitors friendly and personal, there are many 
industries in which the above situation obtains. Under such circum- 
stances, a transition to modern, large-scale methods of production is 
almost impossible, except by agreement and cooperation within the 
industry; and it is significant that the German rationalization move- 
ment of the ’20’s, the main instance of modernization in Western 
Europe, was accomplished by exactly these means. 

Oligopoly, however, is merely a special form of restraint on com- 
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petition and not the only one to inhibit innovation. The entrepreneur 
who is not afraid of retaliation and has no misgivings about encroach- 
ing upon his competitors’ markets may still refrain from building an 
optimal plant if the cost of competitive actions necessitated by the 
need to create an adequate outlet for this plant is prohibitive. This cost 
is the higher the lower the elasticity of demand and the degree of com- 
petition facing the firm in the market for its product.’® Hence, if space 
permitted, all the factors influencing the degree and nature of competi- 
tion could be discussed as so many determinants of the cost of expan- 
sion and with it of the rate of innovation. We shall, however, confine 
ourselves to discussing only some of those factors that seem especially 
important in explaining differences in the nature and degree of com- 
petition between Western Europe and the United States. 

It is generally believed that the Western European economies are 
less competitive than the American; but this has never been con- 
firmed statistically, except for a comparison of degrees of concen- 
tration in manufacturing industry in the United Kingdom and the 
United States, which shows this index of monopolization to be some- 
what higher in the former than in the latter.*’ In view of the inade- 
quacy of the statistical information, and also because competition in 
the sense here employed (ability to expand : : competitors’ expense) 
is somewhat different from its customary interpretation, we shall make 
the comparison in terms of institutional differences. 

To begin with, economic expansion in the United States has almost 
always coincided with geographical expansion or geographical shifts 
in population and industry. This has meant that accretions of demand 
have to a large extent consisted of the new demand of the newly de- 
veloping region and could easily be captured by whichever firm first 
decided to build a manufacturing plant in that region, because the 
saving in transportation cost so achieved, together with some of the 
less tangible advantages of being on the spot, offset the goodwill of es- 
tablished but distant competitors. Economic expansion coupled with 
geographical expansion therefore resembles the economic development 
of underdeveloped areas in that the struggle of existing firms for the 
new market does not hamper the establishment of large-scale plant. At 
the same time, such expansion also avoids the major handicap of de- 
velopment in undeveloped areas: the lack of supply of materials, parts 
and equipment. 

* Indeed, the cost of market expansion stands in a very simple relation to the elasticity 
of demand and may be regarded as an index of the degree of market imperfection. See 
my Welfare and Competition, op. cit., p. 251. 

*Cf. G. Rosenbluth, “Measures of Concentration.” in Business Concentration and 


Price Policy, A Conference of the Universities-National Bureau Committee for Economic 
Research (Princeton, 1955). 
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Contrast to this fortunate situation, due largely to the great size of 
the United States, that of Western Europe. Few of the Western Euro- 
pean countries are large enough for regional development within the 
country to have, or to have had, the above advantages. It is true that 
the different European countries had their industrial revolutions and 
subsequent spurts of fast expansion at different times; but this did not 
fully correspond to the regional development of the United States, be- 
cause national expansion, fostered by protective duties and guided by 
a nationalistic drive for self-sufficiency, was hampered by the insuffi- 
cient international mobility of capital, labor, entrepreneurship, techni- 
cal know-how, and sometimes also of materials and parts. 

A second factor that makes for the greater competitiveness of the 
United States than of the Western European economies is the former’s 
highly organized and articulated distributive system. This enables even 
small firms to have many retail outlets and cater to a market of very 
great geographical extent; and it thereby creates an impersonal com- 
petitive structure, in which the individual producer, finding himself in 
the same degree of rivalry with a large number of competitors, can 
easily encroach upon their markets, because the loss of profits this in- 
flicts upon them is evenly spread among all and therefore not much 
noticed by any one of them. 

By contrast, the average European manufacturer, facing both a 
less highly and a more regionally organized distributive system, has 
much fewer retail outlets, concentrated in a much smaller geographi- 
cal area. His relations therefore with competing producers tend to be 
differentiated: he has closer and more distant competitors in terms not 
only of product similarity but also of the contiguity of retail outlets; 
and this is yet another factor ma‘ing for the already mentioned more 
personal and oligopolistic competitive structure of European industries. 
Expansion beyond the natural growth of the individual producer’s mar- 
ket is difficult under such circumstances, because within the geographi- 
cal confines of his established market it is inhibited by the oligopolistic 
nature of his relations with competitors; beyond these confines it in- 
volves the cumbersome and costly process of geographical expansion 
and—quite often—the piecemeal acquisition of additional retail out- 
lets, and in both cases it must be at the expense of relatively few com- 
petitors. 

Another difference between the United States and the Western 
European economies has to do with the nature of the firm. So far we 
have been concerned with the ease or difficulty with which a firm can 
expand beyond the natural growth of its own market by arrogating to 
itself the lion’s share of the accretions of demand that would normally 
swell its competitors’ markets. In a stationary or slowly expanding 
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economy, however, a firm that wants to build a new large-scale plant 
may have to encroach not only upon its competitors’ shares of the ac- 
cretion of demand but upon their already established markets as well. 
This is a natural and easy process in an economy where owners of firms 
that have ceased to be profitable are quite ready to give up their busi- 
ness in order to seek better employment or investment opportunities. 
The high birth and death rates of firms and the frequency of mergers 
both suggest that this, indeed, is the case in the United States. Corre- 
sponding statistics for the Western European countries are partly un- 
available, partly not comparable (owing mainly to differences in the 
definition of the firm); but they do suggest a significantly different pic- 
ture. Bankruptcy rates are believed to be somewhat lower in England, 
France and Germany—in France, the abnormally low bankruptcy rate 
has become a matter for national concern.”* As to mergers, Germany 
alone among the European countries seems to have had an important 
merger movement, explained largely by pressure from banks able to 
exercise financial control over competing firms. 

By and large, the small family firm in Western Europe seems to have 
a staying power that makes it long outlast its period of profitability.” 
There are a variety of reasons for this. For one thing, since social 
status is more important in Europe, people have a stronger preference 
for being their own masters as against holding salaried positions. Sec- 
ond, the experience of longer periods of severe unemployment has also 
made people put a high premium on the small businessman’s independ- 
ence because of the employment security it entails.** Third, some 
Western European countries have experienced long periods of inflation, 
which has favored profits over contractual incomes and thus again has 
put a premium on independent business activity as against salaried 
employment. Fourth, to dissolve or sell out a business when it is un- 
profitable entails facing up to and writing off a capital loss; and there 
may be a temptation to avoid this as long as there is hope of a future 
business upturn and rise in prices. The temptation is probably small in 
an economy like the American, where the availability of technological 


* Cf. Rapport général présenté 4 M. Edgar Faure Ministre des Finances et des Affaires 
Economiques et a M. Bernard Lafay Secrétaire d’Etat aux Affaires Economiques par la 
Commission créée par arrété du 6 janvier 1954 pour Pétude des disparités entre les prix 
francais et étrangers (mimeogr*nhed; known as the Rapport Nathan), pp. 72f. For an 
interesting if somewhat impre* ‘onistic comparison of European (especially British) and 
American attitudes toward, and rates of, bankruptcy, see G. Burch, “The American 
Genius for Bankruptcy,” Fortune, Apr. 1948, XXXVII, 130-31, 153-58. 

* Cf. J. Steindl, Small and Big Business (Oxford, 1945), Ch. 6. See also D. S. Landes, 
“French Business and the Businessman: A Social and Cultural Analysis” in E. M. Earle, 
ed., Modern France (Princeton, 1951). 

*This applies only to the interwar period. See I. Svennilson, of. cit., p. 31, Table 
3, for the unemployment rate in 6 European countries. 
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and market information allows a realistic appraisal of the gloomy pros- 
pects of small, old-fashioned firms that use much less efficient methods 
than their competitors; it may be much greater in the European 
economies, where such information is often hard to come by. A fifth 
factor worth mentioning is the European’s more traditional attitude, 
which may induce him to continue a family business for reasons no 
better than reverence for the past and desire to continue a tradition. 
Sixth, in some countries where labor is not highly organized or where 
organized labor sets little store upon the industry-wide uniformity of 
wage rates, the more personal and patriarchal relations between the 
owner of a small firm and his employees often enable him to offset 
his lower efficiency by lower labor costs. Last and perhaps most 
important, many European governments pursue a deliberate social 
policy aimed at fostering and maintaining in existence the small in- 
dependent businessman through tax concessions, direct subsidies and 
a variety of other measures. The effect of all this is that these small 
family firms are able and willing to meet the competition and lower 
prices of their more efficient competitors, and to continue doing so for 
extended periods of time. Hence, while they usually lack the resources 
necessary for modernizing their own plant, these firms often have 
enough staying power to block modernization by others if this hinges 
on absorbing small competitors or encroaching upon their markets. 


III. Effects on Economic Development 


Whatever the factors that inhibit the individual firm’s ability to 
expand, therewith lowering the relative profitability of investment in 
optimal plant and hence preventing innovation, the effects on economic 
welfare are the same. One is the failure of costs of production to be re- 
duced. A second effect is the failure of consumption and investment 
outlays to be shifted in favor of the industries best able to benefit 
by technological progress. For technological progress is very uneven 
as between different industries and fields of economic activity; and a 
given pattern and degree of progress can be the better exploited for 
the consumer’s benefit the more his expenditure pattern responds to 
the change in relative prices brought about by the uneven pattern of 
progress, and the more the shift in his expenditure pattern influences 
the allocation of investible funds and with it the pattern of productive 
capacities. Furthermore, if we note that such a shift in the demand 
pattern is likely to raise the profitability of investment and may thus 
stimulate employment, the propensity to save, and the importation of 
foreign capital, then we discern a third effect: the influence of the 
shift in demand on capital accumulation. 

Thus, the rise in America’s standard of living may be thought of as 
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having been due (1) to the increased efficiency of some U.S. indus- 
tries, (2) to the shift in the American consumer’s demand toward these 
industries (and away from those whose efficiency lagged behind), thus 
encouraging a new allocation of investment and resources that makes 
better use of what improvements in efficiency there have been, and (3) 
to the faster rate of capital accumulation encouraged by this shift in 
the pattern of demand. In Western Europe by contrast, the slower 
rise in the standard of living may be explained by (1) the lesser in- 
crease in efficiency and the lesser exploitation of potential increases 
in efficiency, (2) the lesser shift of demand and resources toward 
the industries of actually or potentially increasing efficiency, and (3) 
the resulting lesser stimulus to, and hence lower level of investment. 

The importance of the second factor, the shift in demand and pro- 
duction patterns, becomes apparent from a recent statistical compari- 
son of national products and price and quantity patterns in the United 
States, the United Kingdom, France, Germany and Italy.** This shows 
first of all a very high correlation between the pattern of prices and 
that of consumption, suggesting the former’s great influence on the 
latter. Secondly, as a result partly of this correlation and partly of the 
very different composition of the different countries’ outputs, the in- 
ternational comparison of per capita national products shows the 
superiority of the United States over the European countries to be very 
much greater when American than when European prices are used as 
weights.*° If we now assumed that international differences in the com- 
position of output were fully explained by the consumer’s response 
to differences in the pattern of prices, and that these in turn were 
fully explained by the pattern of technological progress, then the 
difference that the choice of weights makes to the comparison of na- 
tional products could be regarded as a rough index of the extent to 
which changes in consumption patterns allow the better exploitation of 
a given pattern and degree of progress. 


IV. Some Likely Consequences of Integration 


An attempt was made in the foregoing pages to draw attention to 
some of the factors likely to have contributed to the failure of many 


*M. Gilbert and I. B. Kravis, An International Comparison of National Products, 
O.E.E.C. (Paris, 1954) 

* The indexes for 1950, as given by Gilbert and Kravis (op. cit., pp. 22, 111), are 
the following: Taking the U.S. per capita gross national product for 100, the index 
numbers for the per capita gross national products of the Western European countries 
are: United Kingdom 63 or 49, France 53 or 39, Western Germany 43. or 30, Italy 30 
or 18, the 4 countries together 59 or 46, depending on whether American prices or the 
prices of the respective European countries are taken as weights. The percentage differ- 
ences between the two sets of estimates are: United Kingdom 28 per cent, France 36 per 
cent, Western Germany 43 per cent, Italy 67 per cent, the 4 countries together 28 per cent. 
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of Western Europe’s industries to replace their outdated equipment 
and adopt more efficient methods of production. It is obvious that the 
factors discussed are not the only ones; any number of other factors— 
e.g., differences in habits of work, in the availability of natural re- 
sources, in organized labor’s resistance to the introduction of labor- 
saving devices, in consumer resistance to standardized commodities, 
and last but not least in the economic effects of two world wars—may 
be equally if not more important. Nevertheless, attention was con- 
centrated on the above discussed factors, partly because they tend to 
be neglected, but mainly because among them are the factors likely to 
be the most affected by economic integration. 

Few economists expect integration to bring about very great im- 
provements in Western Europe’s economic organization; and while 
many consider its effects on investment the most important, even these 
effects are bound to be very limited and gradual, simply because a 
change in the nature of current investment, however drastic, can 
change the productivity of only a small fraction of total productive 
capacity—that created by current investment. Hence the belief gen- 
erally held that integration would have its greatest effect on industries 
vet to be created or greatly to be expanded. 

The influence of economic integration is likely to be exerted through 
many channels; and one of these is its effect on competition. The 
freeing of intra-European trade would increase the number and geo- 
graphical coverage of the market outlets open to the average pro- 
ducer and thus increase the number of firms he regards as his com- 
petitors. This would hardly render competition free in the classical 
sense but may well render it less personal and therefore less considerate 
of the interests and profits of the weakest members of the group. Na- 
tional monopolies would probably be made less secure in their mono- 
poly position; oligopolies are likely to be weakened; cartels, if ex- 
tended from national into all-European organizations, are expected 
to come more under the large, and less under the small, firm’s influence 
—a change likely to increase competition within the cartel organiza- 
tion itself. All this should enhance the individual producer’s ability, 
willingness and inducement to innovate and to expand, by encroach- 
ing if necessary on his competitor’s markets. 

A second probable effect of the freeing of intra-European trade 
would be the elimination of bottlenecks in the supply of materials, 
parts and equipment, which in the past have been another obstacle to 
expansion by the individual firm. The postwar period has already seen 
an increase in the intra-European trade in parts and in the practice of 
subcontracting across national frontiers; and to these tendencies in- 
tegration would undoubtedly give a further powerful impetus. 
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Third, increased intra-European trade is likely to force Western 
European governments to abandon some of their policies aimed at 
protecting the small firm, and thus facilitate the latter’s replacement 
by more efficient larger firms. This is so because small firms are sub- 
sidized almost always at the cost and to the detriment of their 
larger and more efficient competitors; and, with competition free 
throughout Western Europe, few nations could afford to handicap their 
more viable enterprises in this (or any other) way. 

Fourth, integration can be expected to lead to more contact be- 
tween competing national industries, greater familiarity with each 
other’s productive methods, and a consequent discouragement of new 
investment in all but the most efficient and economical methods of 
production and types of equipment. 

Fifth, should integration go beyond the mere freeing of intra-Euro- 
pean trade and comprise also the intra-European mobility of capital 
and labor, not only would the exploitation of economies of scale and 
location be facilitated yet further, but the great differences that exist 
in the national and regional development of Western Europe would 
provide ample scope for regionally centered expansion and investment, 
with all its attendant advantages. The existence of great regional differ- 
ences in development within individual countries, such as France and 
Italy, suggests that the mobility of resources is not enou ;h to ensure 
their moving, and moving in the right direction; and that therefore 
some of the investment in regional development would have to be 
publicly planned and controlled. But such investment would encourage 
also private investment in regional development and this, too, would 
benefit from the advantages of regional development discussed above. 
It must be noted, however, that to achieve full intra-European mobility 
of resources would require much more far-reaching reform of institu- 
tions and spirit than the freeing of trade; among other things it would 
require overcoming the strong nationalist desire of Western Europeans 
to utilize domestic savings for domestic development and replacing it 
by a European loyalty and outlook.” 

The extent to which these and similar changes brought about by 
economic integration would encourage entrepreneurs to new and bolder 
policies of expansion and modernization depends very much on the 
latter’s confidence in the enduring nature of the all-European market 
and of their free access to it on unchanging terms; for investment is a 

“Tt is true that the large-scale export of capital from Western Europe during the 
19th century seems to indicate the absence rather than the presence of nationalist senti- 
ment of this sort. The internationalist outlook of the 19th century, however, was well 
nigh erased by the narrow economic nationalism of the interwar period; also, Europeans 


in those days were probably not conscious—as they are today—of the existence of 
superior technology and higher standards of living within their reach. 
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long-run decision, which must be based on long-run considerations. In 
the case of those all-European investments that are likely to be more 
or less publicly owned or controlled—such as investments in hydro- 
electric power and in the extractive and basic industries—adequate 
guarantees of stability would probably be provided by international 
treaties regulating distribution and terms. What guarantees of stability 
would be needed in the private sector to encourage expansion and in- 
vestment whose profitability depends on access to an all-European 
market is difficult to predict. Free trade and convertibility alone would 
hardly suffice in view of the checkered history of Europe’s exchange 
relations and the fact that exchange-rate revision can close a market 
as effectively as a tariff can. A full guarantee of unchanging exchange 
rates and continued freedom of trade and convertibility can only be 
provided by a common European currency; but it may be too strin- 
gent (and too pessimistic) to set this up as a condition necessary for 
private investment to benefit from integration.” It is true that business- 
men regard exchange-rate revision as a disruptive factor; but this 
need not be the case. Indeed, when used to offset national differences in 
the movement of wage and price levels, exchange-rate revision, far from 
being disruptive, becomes an equilibrating factor that offsets the dis- 
equilibrating influence of other factors. This consideration suggests 
that it should be possible to set up a system of intra-European ex- 
change relations more flexible than a common currency and yet capable 
of offering businessmen adequate guarantees to encourage their cater- 
ing to an all-European market and planning their investments accord- 
ingly. As yet this problem has not been solved; but it is being studied, 
and its solution should greatly contribute to rendering Western Eu- 
rope’s investment and capital replacement policies more efficient than 
they have been for some time in the past. 


*To unify the currencies of a group of nations amounts, in effect, to relinquishing 
balance-of-payments equilibrium among these nations as a desideratum and aim of 
economic policy. The necessary conditions for this are: a unified monetary policy, uni- 
fied or at least closely coordinated fiscal and employment policies, and lack of concern 
over international capital movements (contractual and other) within this group of 
countries. 
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TECHNOLOGICAL CHANGE, OBSOLESCENCE AND 
AGGREGATE DEMAND 


By RosBert Ersner* 


Innovation and technological change, obsolescence and technological 
unemployment have meant many things. To some they are important 
supports of prosperity under free enterprise.’ In the language of recent 
growth models, they may be said to reduce the ‘“‘warranted”’ (or re- 
quired) rate of growth, raise the “natural” and potential rates of growth, 
and generally stimulate investment demand, in spite of, if not because 
of, the various losses they may bring about.? To Schumpeter, avowedly 
in a Marxian (but not pro-Marxian) tradition, they were of the essence 
of our private profit, capitalist system. To Marx, himself, the phe- 
nomena typified capitalism’s contradictions, embodying its greatest 
glory and darkest destruction.‘ 

Howard R. Bowen has wisely placed in more appropriate perspective 
some of the one-sided eulogies to technological change which have been 
inspired more by panegyrics than analysis.’ Without intending to differ 
from Bowen’s sober caution, I should like, by means of a much simpli- 
fied model, to indicate certain fairly exact quantitative implications of 


* The author, associate professor of economics at Northwesiern University, is indebted to 
Alvin L. Marty, Robert H. Strotz, and Fred M. Westfield for valuable comments in connection 
with the preparation of this paper. His work has been facilitated by a Faculty Research Fel- 
lowship of the Social Science Research Council. F 

' For example, George Terborgh, arguing against Alvin Hansen’s views on secular stagna- 
tion, wrote “... There can be no doubt that in general innovation creates more capital 
formation than it obviates or prevents and that an increase in the rate of innovation is an 
increase in investment opportunity. Indeed it is innovation alone that has created the capital 
goods that are the object of investment, and without which we would still be living in caves.” 
(The Bogey of Economic Maturity (Chicago, 1945], p. 86.) In a recent note in this Review 
(Dec. 1954, esp. pp. 918-19), Howard R. Bowen cites statements of the Economic Report of the 
President for 1954, Sumner Slichter and General Electric as evidence that the idea that “rapid 
technological change is a favorable factor in the economic outlook” has gained wide profes- 
sional and popular support. 

? E.g., R. F. Harrod, Towards a Dynamic Economics (London, 1949), esp. p. 96 and E. D- 
Domar, “The Problem of Capital Accumulation,” this Review, Dec. 1948, XX XVIII, 785, fn. 
16, and “Investment, Losses and Monopolies,” in Income, Employment and Public Policy, 
Essays in Honor of Alvin H. Hansen (New York, 1948), pp. 33-53. 

3 This theme, of course, recurs throughout Schumpeter’s work. See, for example, Business 
Cycles (New York, 1939) Vol. I, pp. 84-109, and Capitalism, Socialism and Democracy, 3rd 
ed. (New York, 1950), pp. 131-34. 

* See, for example, Capital, Kerr ed., I, 470 and III, 294-313; also Karl Marx and Friedrich 
Engels, The Communist Manifesto, as reprinted in part in A. D. Gayer, C. L. Harriss, and 
M. H. Spencer, Basic Economics, A Book of Readings (New York, 1951), pp. 572-74. 


5 Op. cit., pp. 917-21. 
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the obsolescence of capital induced by technological change. I shall 
restrict myself to a few variables, such as actual and expected economic 
life of capital goods and an exogenously determined rate of growth of 
demand for output. I shall, by my assumptions, largely ignore many 
of the crucial effects upon capital-output ratios stemming from the 
changes in production functions implicit in innovation. For example, I 
shall omit consideration of changes in the amount of capital required 
for a unit increase in capacity and of consequent changes in the in- 
vestment-income ratio necessary to sustain a given rate of growth, where 
such changes result from new types of capital or innovations in the 
production function. I shall not treat of changes in labor productivity 
and consequent changes in the level of demand necessary to maintain 
a given level of employment. I shall, except for the direct consequences 
of the obsolescence effect, rule out any changes in investment demand 
which might result from differential effects of technological change upon 
the marginal productivities of capital and labor. In thus restricting 
myself, I shall hope to focus on a few important attributes of technologi- 
cal change which are rarely treated precisely. 

The mathematics to be employed in the analysis are relatively simple, 
involving indeed no more than fairly elementary calculus and algebraic 
manipulation. However, they are likely to prove tedious to those pri- 
marily interested in economic substance. Let me therefore indicate the 
path we shall follow so that those wishing to pass lightly over equations 
may remain fully oriented. 

We shall undertake in Section I to define our variables and observe 
certain equilibrium relations involving gross investment demand, re- 
placement demand, the economic life of capital goods, the ratio of 
capital stock to output and the amount and rate of growth of demand 
for total output. We confirm, in particular, some previously noted rela- 
tions between replacement investment demand and total (gross) in- 
vestment demand and the rate of growth of output which have played 
an important role in the “stagnation”’ controversy. 

In Section II, we introduce technological change, restricting ourselves, 
however, to that aspect which manifests itself in increased speed of 
obsolescence. Ignoring temporarily the effect of speedier obsolescence 
upon willingness to undertake new investment, we observe that the 
obsolescence effect of technological change serves generally to increase 
the proportion of total demand stemming from investment. We find, 
further, that an increase in the rate of technological change under our 
assumptions would lead to a temporary bulge in investment demand 
over and above the permanently raised level. 

Section III introduces the more realistic complications of reductions 
in the expected life of capital and in the capital-output ratio resulting 
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from the speedier obsolescence brought on by more rapid technological 
change. We note that the effects on investment demand of changes in 
the life of capital depend upon the elasticity of the capital-output ratio 
with respect to such changes. To ascertain the direction of movements 
of investment demand, we compare empirically reasonable va'ues of 
this elasticity with algebraically determined liaiting values. We are 
then able to observe that the obsolescence effect, even with resultant 
changes in the capital-output ratio, is still likely to raise investment 
demand. 

Section IV considers the added complication of changes in deprecia- 
tion charges which may accompany faster obsolescence. We note here 
that increased depreciation charges are likely to cause a decrease in 
consumption demand which may overbalance the increase in invest- 
ment demand observed earlier. We suggest, however, certain institu- 
tional as well as theoretical restraints upon the amount by which de- 
preciation charges are likely to rise. 

In Section V we conclude briefly that the factors which we have iso- 
lated point to an enhancement of aggregate demand as a consequence of 
technological change. 


I. List of Variables and Algebraic Relations 


Let ‘=the unit of time, defined as a year, so that output and demand 
are measured as annual rates. 

Let D=aggregate demand for total (gros) output. 

Let 7=gross investment demand. 

Let R=replacement investment demand. 

Let a=the actual economic life of capital goods.® 

Let «=the expected economic life of capital goods. 

Let g=the exogenously determined percentage rate of growth of 
demand for total output = (1/D)(dD/dt). 

Define s as J/D, the proportion of aggregate demand accounted for 
by gross investment demand. 

Define r as R/D, the proportion of aggregate demand accounted for 
by replacement investment demand. 

Let k=the ratio of capital stock to output. 


We shall define equilibrium as a situation in which all of the small- 
lettered variables are constant and gross output equals aggregate de- 
mand. We shall concern ourselves with the effects on aggregate demand 


* To be logically consistent in our simplified model we may assume that all capital goods 
hive the same length of life. However, the reader may think of a and x as involving average 
economic lives of capital goods without doing violence to the conclusions flowing from this 
aualysis. 
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and various of its components of changes in actual and/or expected lives 
of capital goods (a and/or x) which may be brought on by technological 
change in a system initially in such an “equilibrium.” We shall make the 
gross simplifying assumption that capital goods are of the “one-hoss 
shay”’ type, requiring complete replacement a years after acquisition.’ 

It will be assumed initially that the ratio of capital stock to output, 
measured in appropriate units, remains constant. Innovation will thus, 
on first assumption, be neutral in the sense explained by Harrod* and 
Joan Robinson.® 

With these assumptions, when the rate of gross output remains con- 
stant, investment demand under conditions of equilibrium will be equal 
to replacements necessary to keep the stock of capital intact. Since 
capital lasts a years, the entire stock must be replaced in a years and, 
on the average, replacement in any one year equals 1/a times the stock 
of capital. 

Thus, where g is zero, in equilibrium, 

kD 
(1) 
a 

which is the replacement demand for capital. 
Then 


(2) 
a 

But where g is not zero, two new factors become relevant. First, there is 
the demand for investment to expand capital for growth in output. 
Second, replacement demand is related to the lesser capital stock which 
was necessary for the lesser output of an earlier period. To maintain 
a given ratio of capital stock to output, k, each increment of output, 
gD, must be matched by an increment of capital, kgD. In addition, 
capital acquired a years ago must currently be replaced. But if output 
has been growing over time at a rate g, and if capital stock has main- 
tained a constant (“equilibrium”) ratio to output, capital stock must 
also have been growing at a rate g. This, in turn, requires that invest- 
ment must have been growing at a rate g. Hence the investment of any 
period (year) is 1+g times the investment of the preceding year and 
7 For the major purposes of this paper, recognition of the piecemeal expiration of plant 
and equipment would involve merely recognizing that values of a and x would be less than 
the figures indicated by the concept of “useful life’ employed in depreciation calculations. 


Current replacement, therefore, would relate to properties, or portions of properties, which 
are on the average less old than the average age of complete extinction of properties. 


5 Op. cit., p. 23. 
* The Rate of Interest and other Essays (London, 1952), pp. 40, 48-51. 
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(1+ )* times the investment of a years previous. Accordingly, current 
replacement demand may be written as 


kD, kD(1+g)~ 


R=1.= (3) 
a a 
Thus, 
+ g)™ 
(4) 
a 
and 
s = ka“"(1 + g)* + hg. (5) 
From (5) we can obtain: 
Os 
0g 


Since 1+, k, and a can hardly be negative, we may write, for all 
economically meaningful values of the parameters, 


Os 

2 

(7) 
We note that where output is growing, gross investment demand as a 
proportion of output is positively related to the rate of growth of output. 
However, recalling that r denotes the ratio of replacement investment 
demand to output, we find that 


r = + g)* (8) 
and 

Or 

og 


which indicates that replacement demand, as a ratio to output, is always 
negatively related to the rate of growth of output.’ 


Il. Effects of Increased Obsolescence with a Constant Capital-Output Ratio 


An increase in the speed of obsolescence, such as might be induced by 
the introduction of technological change (or an increased rate of tech- 


1© This expresses Terborgh’s argument, in his criticism of stagnationist theory, that rela- 
tively increased replacement demand will be associated with a decline in the rate of growth. 
It makes clear, however, that the increased replacement demand is only a partial offset, and 
that gross investment demand does show a relative decline. Cf. Bogey of Economic Maturity, 
pp. 99-119. 

The curious result indicated in equations (7) and (9), that both gross investment demand 
and replacement demand, expressed as ratios of current demand, continue to increase as 
output shrinks at a faster and faster rate, is an arbitrary and unreasonable product of our 
oversimplified model. For we have in effect assumed that all retired properties will be replaced, 
regardless of whether output has remained large enough to justify such replacement. 
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nological change), would manifest itself in our model as a reduction in 
a, the actual life of capital. If a reduction in a also in time affects ~, 
the expected life of capital, it could also affect the marginal efficiency 
of investment, and hence the desired (or actual) capital-output ratio, &. 
This possibility will be further examined in the next section. In the 
meantime, however, if we assume that somehow such a reduction in a 
does not affect k, we can write, 


= ] (10) 
das a +g)*la 
whence 
as 26 1 > 


Except for the case of an economy in which equilibrium output is de- 
clining at an improbably rapid rate," this signifies that, for purposes of 
our analysis, ds/da <0. Thus, it may be argued that the existence of a 
more rapid rate of technological change, which causes a shorter life of 
capital, is the source of a continuously greater level of investment de- 
mand, as long as the shorter life of capital is not accompanied by a 
reduced capital-output ratio, or as we shall express it below, as long as 
the elasticity of k with respect to a is zero.” 

Thus far we have been comparing equilibria in which the system is 
adjusted to various rates of technological change and obsolescence. It 
should be noted, however, that an increase in the rate of technological 
advance causes an initial bulge in investment demand as ordinary re- 
placement needs for old plant and equipment are swelled by demand 
caused by the “premature”’ expiration of suddenly outmoded assets. 

This may be illustrated most simply by assuming that g equals zero, 
that k equals, let us say, 3 and that a, with.a zero rate of technological 
change, equals 25 (years). We shall assume further that technological 
change increases the speed of obsolescence so that the economic life of 
all properties, a, is reduced from 25 to 20. We shall continue to assume 
that somehow the expected lives of capital, x, and consequently k, are 


left unaffected. It is clear that before the introduction of technological 


" For example, with a=30, g would have to be less than —7 per cent; for lower values of a, 
g would be still less. 

12 While this paper is focussed on the sustaining of aggregate demand, assumed implicitly 
to be a problem of advanced economies, there may be interesting implications for a develop- 
ing economy concerned with the problem of supply and particularly the supply of capital. 
Technological change which decreases the useful life of existing plan. and equipment and in- 
creases the demand for new capital may seem particularly desirable in a country such as the 
United States, if it is feared that high-employment saving may outrun investment demand. 
By contrast, such technological change is likely to have a high social cost in a less advanced 
country struggling to find the saving for expansion of basic capacity. 


‘| 


98 THE AMERICAN ECONOMIC REVIEW 


change, investment demand, by our assumptions, is equal to 3/25, or 
12 per cent, of aggregate demand for output. It is equally clear that 
after the introduction of technological change and the reduction of the 
average actual life of capital to 20 years, investment demand, by our 
assumptions, is equal to 3/20 or 15 per cent of aggregate demand for 
output. However, in the process of transition to a situation where the 
average age of capital is ten years (average life is 20 years) investment 
demand may well be more than its new equilibrium ratio of 15 per cent 
of output. 

We may conjecture, for example, that the new rate of technological 
change, defined as one which makes existing units of capital obsolete 
at the end of 20 years on the average, manifests itself by making ob- 
solete 1/20 of the still useful properties at the end of each year. Then, 
the investment demand in the first year of the new rate of technological 
change would amount to 1/25 of the existing capital (replacement of 
worn-out capital acquired 25 years previous) plus 1/20 of the 24/25 of 
the capital stock not yet worn out. This would total 8.8 per cent of the 
existing capital stock or 26.4 per cent of output. In the following year, 
investment demand would be reduced to the 95 per cent survivals of the 
then 25 year age group plus, again, 1/20 of the remainder, a total of 
.04(.95) + .05[1—.04(.95)], or 8.61 per cent, of the capital stock, which 
equals 25.83 per cent of output. Investment demand would, in subse- 
quent years, gradually fall to the new equilibrium level of 15 per cent of 
output. 

It is idle further to belabor characteristics of the particular path of 
investment as the average age of the capital stock approaches its new 
equilibrium; for the particular path depends upon the particular arbi- 
trary assumptions we make as to the incidence on existing properties of 
the technological change. We may generalize, however, that the in- 
troduction of an increased rate of technological change brings a tem- 
porary wave of investment which, when it subsides, does not recede all 
the way to its original level. This latter statement would follow from 
the assumptions that: (1) New inventions continue to be forthcoming 
at the rate newly established and the rate of obsolescence is permanently 
increased, so that the actual life of capital, a, is permanently reduced; 
and (2) The ratio of capital stock to output, &, remains fixed. Clearly, 
with a given stock of capital, if durability is reduced, replacement re- 
quirements are raised, as a larger proportion of the total stock of capital 
must be replaced each year.” 

#8 Joan Robinson (op. cit., pp. 63-65) compares two systems alike in every respect, including 
durability and age composition of the stocks of capital, except in respect of the size of the 
stocks of capital necessary for their identical me# outputs. Her system with the larger stock 
of capital then behaves as would ours with a lesser durability of capital, requiring a greater 
proportion of gross output to provide for a given net output. But, dealing in terms of net 


output, Harrod and Mrs. Robinson have both generally sidetracked the capital durability and 
obsolescence issues with which we are primarily concerned. 
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III. Faster Obsolescence with a Reduced Capital-Output Ratio 


But one may object that it is unreasonable to assume that the value 
of k is unaffected by the introduction of technological change which in- 
creases obsolescence. For surely the businessman learns something from 
experience. If he finds the economic life of his past investments reduced, 
will he not expect contemplated investments for the future to be 
similarly affected? In terms of our symbols will not x, the expected 
economic life of capital goods, be reduced by as much as a, the actual 
life of capital goods? If we accept this reasonable proposition we must 
reckon that the marginal efficiency of investment schedule is affected 
adversely by the reduction in expected earning span of proposed proj- 
ects.4 In terms of the consequently reduced expected profitability of 
proposed capital expenditures (as well as increased uncertainty as to 
earning spans and profitability of capital), entrepreneurs may well be 
induced to substitute labor for capital® and hence reduce the value of k. 
Let us indeed assume that this discouraging effect is so great that the 
capital-output ratio is reduced by fully as much as the actual (and 
expected) economic durability of capital, that is, that k is reduced in 
proportion to the reduction in a (and x). 

To examine the implications of a constant ratio of k to a, we may 
write 


k = ma, where m is a constant > 0. (12) 


Then, substituting in (5), 


s = m(1 + g)~* + mag. (13) 
0 log, (4 
da (1+ g)* 
Since it can be demonstrated that, when 
g2-—1 but #0, g> log. (1 +3), (15) 


4 This concession that faster obsolescence may cause x to fall as much as @ may in fact over- 
play the depressive effect of obsolescence. For in many cases technological change in one in- 
dustry or product line may make obsolete certain old investment without causing expectation 
of similar loss in other product lines or industries where investment is currently being under- 
taken. The necessity of writing off past investment prematurely may not affect adversely one’s 
expectations with respect to future investment, particularly when it was some other business 
which had to write off the past investment. 

% Technical progress and innovations with no growth in output would, if neutral, save 
both labor and capital, measured in wage units. Thus we should have underemployment of 
labor which, whether in the form of totally unemployed workers or shorter work-weeks, would 
leave ample scope for substitution of labor for capital. A similar reduction in the capital-output 
ratio may stem from a decrease in the average durability of capital achieved by substitution of 
relatively more direct (fast payout) methods for relatively roundabout methods of production. 
The decreased average durability of capital may, of course, involve some change in the com- 
position of output in the direction of goods and services produced with less durable capital, 
rather than merely changes in the methods of producing individual commodities. 
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then with a of course positive, it follows that 


log. (1+ 
loge (1 + 6) where —1<g# 0. (16) 
(1 + g)° 
Thus, where & varies in direct proportion to a, 
as 
—>0, where -—1<g#0; (17) 
da 
and 
Os 
—=0, when g=0. (18) 
da 


Thus, in the rather extreme case that the reduced longevity of capital 
is absorbed fully in a lowering of the capital-output ratio, reduced lon- 
gevity will lower the ratio of output accounted for by investment 
demand, unless the rate of output is stationary. 

For the ratio of replacement demand to output we may write, 


r= m(1 + g)~*. (19) 
Then, 
—m log. (1 + g) (20) 
da (1 + g)° 
whence 
da < < 


Thus, replacement investment demand, as a ratio of output, increases, 
remains the same, or decreases, with a reduction in longevity of capital, 
as the rate of output is increasing, stationary, or decreasing. Even in 
the extreme case of a lowering of the capital-output ratio proportionate 
to the reduction in the life of capital, such a reduction in longevity will 
raise the ratio of replacement demand to output, if the rate of output is 
growing. This relationship is quite parallel, one may note, to that ob- 
served in regard to depreciation charges, the acceleration of which, 
under conditions of growth, increases their magnitude in any given 
year.’® 

We have demonstrated, therefore, that with zero elasticity of k with 


6 Cf. E. D. Domar, “Depreciation, Replacement and Growth,” Econ. Jour., Mar. 1953, 
LXIII, 1-32; and Robert Eisner, “Depreciation Allowances, Replacement Requirements 
and Growth,” Am. Econ. Rev., Dec. 1952, XLII, 827-31. 
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respect to a (constant &) a reduction in @ raises s, while with unitary 
elasticity of k with respect to a (constant k/a), a reduction in @ lowers s. 
It is appropriate to inquire what elasticity of k with respect to @ is 
necessary to leave s unaffected by a change in a. We may ascertain this 
as follows. 

Differentiating (5) with respect to a, considering a and & as independ- 
ent variables, we obtain 


Solving (22) for dk/da when ds/da=0, we obtain 


k + alog.(1 + 
1 + ag(1 + g)* 


a 


k 


d 1 e(1 
+ a log, ( + (24) 
da k 1 + ag(1 + g)* 


This final expression indicates the elasticities of k with respect to a just 
sufficient to keep s impervious to changes in a. Assuming a=25, which 
is not unreasonable, then critical values of this elasticity vary with g 
as follows: ; 


Critical Value of Elasticity 
of Capital-Output Ratio 


k 
1.00 


-68 


1 
25 
(25) 


which is clearly positive, where g2=0 (and a>0). Since when (23) is 
satisfied ds/da=0, it follows that (with g20 and a>0) an increase in 


(23 
da , 
or 
Rate of Growth 
| 
.01 
.02 
.03 
| 
From (22) we may obtain 
da 
d{— 
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dk/da from its value in (23) would make ds/da positive while a decrease 
would make it negative. Thus 


d k 71 log, (1 
da < da< al 1+ ag(1 + g)2 

or with the same qualifications that a>0 and g20, 
ds dk a 1+ alog, (1 + g) 
= as —$ SO 
da < da kS 1+ ag(1 


(27) 


In more literary terms, with an elasticity of k with respect to a 
greater than that indicated in equation (27) or the table above, a de- 
crease in the length of life of capital would reduce investment demand. 
But as long as this elasticity is less than the indicated crucial value, a 
decrease in the length of life of capital would raise investment demand. 
Where the elasticity equals exactly the value indicated in equation (27) 
or the table, of course, investment demand (or more precisely, in all 
cases, the ratio of gross investment demand to output) will be un- 
changed by changes in the life of capital. 

We may now ask what values of the elasticity of k with respect to a 
are likely to exist. The argument that this elasticity is greater than 
zero runs in terms of the effect of changes in a upon ~, the expected life 
of capital, and the consequent reduction of the expected rate of profit 
as a result of reduction in the number of years over which investments 
are expected to prove profitable. 

When we turn to these considerations, however, we find that the dis- 
counting process is such that little reduction in expected profit rate is 
to be anticipated from reduction in expected life of capital within the 
ranges which appear relevant. For example, for a 25-year annuity en- 
tailing a modest profit rate of 8 per cent, a reduction of the period of 
the annuity to 20 years would reduce the profit rate only slightly below 
7 per cent. Actually there is considerable evidence that businessmen 
contemplating capital expenditures look for and require profits far in 
excess of 8 per cent. A figure of 25 per cent as a cut-off point for promised 
profits on capital expenditures would indeed still be low. But elimination 
of the last 5 years of expected returns from a project promising a 25 
per cent rate of profit over a 25-year period, even under the unlikely 
assumption that expected returns are equal for all of the years of a 
property’s expected life, would reduce the 25 per cent rate of profit only 
to 24.8 per cent.!” 


™ The expected rate of profit plus unity is the reciprocal of the rate of discount which 
equates prospective returns to present cost of a capital good. Thus, if prospective returns are 
designated as P, assumed to flow in a constant stream for x years, cost of a capital good or 
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Even with a rather high estimate for g, let us say .03, any elasticity of 
k with respect to a less than .68 would leave ds/da negative. In the ex- 
ample above, a 20 per cent reduction in a would therefore require almost 
a 14 per cent reduction in & to prevent ds/da from proving negative. It 
becomes clear that one would really require an enormous elasticity of 
investment demand with respect to the expected profit rate for & to fall 
in such a proportion. In this case, a 14 per cent reduction in the rate of 
aggregate investment would be required in response to a 1 per cent 
(relative) reduction (from 25 per cent to 24.8 per cent) in the expected 
rate of profit—and this as an equilibrium phenomenom, not an intra- 
cyclical, intertemporal substitution. The high interest elasticity of the 
investment demand schedule that this would imply is clearly so un- 
likely as to be inadmissible. Thus reductions in the actual life of capital 
brought on by a faster flow of technological advances, in spite of likely 
adverse effects on the expected life of new capital, may be assumed to 
raise gross investment demand," with the usual celeris paribus assump- 
tions for whatever has not been considered explicitly in this model. 


IV. Effects of Depreciation Charges 


The effect on aggregate demand under conditions of growth (g>0), 
however, is complicated by the factor of depreciation charges or amor- 
tization provisions, which we have not thus far considered. Using the 
United States as an example, as a result of institutional factors such as 
rigid rules of the Internal Revenue Service, one may find that deprecia- 
tion charges are relatively little affected by a decrease in the economic 
lives of capital. In that case, there would be no reduction in consumption 
demand (which is reasonably viewed as a function of income net of 
depreciation charges).'* In the event that expected lives used in ac- 
counting for depreciation are adjusted to a faster rate of obsolescence, 
depreciation charges rise as replacement requirements rise, but not by 


project is assumed (for simplicity) to be unity, and ¢ is used to designate the rate of profit, 
we may write 


(28) 
or tel 


It can then be shown that where P has a value such that when +=25, r=.25, a change in « 
to a value of 20 will only reduce r to .248. 

%8 Our conclusion is thus perhaps somewhat more optimistic in respect to the effect of 
obsolescence than is that of Bowen, who declares: “ . . . Technological change probably does 
tend to raise the demand for capital but this effect may be offset wholly or in part by the 
increased (expected) rate of obsolescence resulting from innovation” (op. cit., p. 921). 

9 Cf. J. M. Keynes, General Theory of Employment, Interest and Money (New York, 1936), 
p. 98 ff. 
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as much. This would be true even if all depreciation charges were com- 
puted by the straight-line method most widely used until passage of the 
Internal Revenue Code of 1954. To che extent that the relatively rapid 
depreciation of the sum-of-the-years-digits or double-rate declining 
balance methods of the new tax law become adopted the above state- 
ment with regard to the lesser increase of depreciation charges would 
apply a fortiori.” And generally, any given shortening of the economic 
lives of capital goods, even though fully reflected in a reduction of the 
number of years over which depreciation is charged, would raise re- 
placement requirements by more than it would raise depreciation 
charges. 

One may add that even equal increases in replacement requirements 
and depreciation charges, with no change in the capital-output ratio, 
would tend to raise aggregate demand, unless the reduction in spending 
occasioned by the effect on income recipients of the smaller share of the 
gross product charged to national income, less any added investment 
brought about by increased shares of gross income retained by business, 
is fully equal to the increase in depreciation (and replacement). This 
condition would imply, at least, (1) that increases in depreciation 
charges would result in equal reductions in dividend payments and (2) 
that the marginal propensity to spend out of dividend income were 
equal to unity, which propositions, even taken separately, appear highly 
unlikely." However, if the reduction in the life of capital, a, which 
increases replacement requirements, also entails a reduction in the 
capital-output ratio, k, results are indeterminate. It is possible then for 
increased depreciation charges to reduce the consumption component 
of aggregate demand by as much as or more than the likely increase in 
gross investment demand. But in view of our estimate above of the rela- 
tively low elasticity of k with respect to a, such a reduction in consump- 
tion would appear to require unreasonably high elasticities of con- 
sumption to dividend income and of dividends to depreciation charges. 


V. Conclusion 


We are led therefore to the conclusion, in so far as the few elements in 
our model prove decisive, that the introduction of technological change 


20 For a discussion of the impact of these methods of depreciation upon the volume of 
depreciation charges see Robert Eisner, “Depreciation Under the New Tax Law,” Harvard 
Bus. Rev., Jan—Feb. 1955, XX XIII, 66-74. 

21 These considerations, it will be noted readily, are akin to those relating to the expansionary 
force of government expenditures fully covered by taxes. The entire question of the defli- 
tionary effect of depreciation charges has received as far as I know, relatively little formal 
analysis since the appearance of the discerning passages in Keynes’ General Theory (pp. 98- 
104) warning that consumption, as a function of “net income,” was reduced by depreciation 
charges which increased the gap between net income and “income” (which with the addition 
of the capital consumption component of user cost equals our gross output). 
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(or an increased rate of technological change), to the extent that it 
increases the rate of obsolescence, may create a bulge in investment, 
and to the extent that it gives us a permanently faster rate of obsoles- 
cence, is likely permanently to raise aggregate demand, unless out- 
weighed by counterbalancing increases in depreciation allowances. 
Those who would see in technological advance a sustainer of capitalism 
against its underconsumptionist demon have substantial arguments in 
their support. This involves no evaluation of the over-all effects of 
technological advances, and implies no judgment as to the sufficiency 
of the obsolescence effect of technological advance to exorcise the 
underconsumptionist demon in the future. 


\ 


UNILATERAL TRANSFERS AND THE TERMS OF TRADE 
By Murray C. Kemp* 


It is our purpose in this paper to explore the relations between uni- 
lateral intergovernmental transfers and the terms of trade. The analysis 
will be sufficiently general to cover the transfer of indemnities, gifts, 
loans and debt service; in short, it will embrace the gamut of inter- 
governmental capital transactions. 

The transfer problem is the subject of a considerable technical litera- 
ture. For the most part, however, analysis of the problem has been 
conducted under three restrictive assumptions. First, the classical as- 
sumption that all factors of production are fully employed has been 
adopted. Second, it has been customary to assume zero costs of trans- 
port. Finally, there has been a tendency to conceive of the transfer 
problem in terms of barter between “representative citizens.” In- 
sufficient attention has been paid to the bearing on the problem of the 
method of financing employed by the paying government and of the 
means of disposing of the transfer payment employed by the receiving 
government. There has been an almost universal neglect of the fact that 
the budgetary and transfer problems are intimately related, that, in 
both direction and degree, the effect of a unilateral transfer on the terms 
of trade depends on the means of raising and disposing of the transfer 
payments adopted by the respective governments." 

In the present paper we consider the transfer problem in the context 
of an underemployed world economy with flexible rates of exchange. 
Costs of transport are taken into account and specific assumptions are 
made concerning the fiscal measures adopted to cope with the transfer 


* The author is assistant professor of economics at McGill University. He acknowledges 
~benefit from the comments on an earlier draft of G. A. Elliott, D. B. Marsh, C. Christ, and 
E. D. Domar. 

1 Some writers have considered the implications of relaxing one or the other of these re- 
strictive assumptions, but never more than one at a time. Thus Metzler and Machlup have 
analyzed the transfer problem in the context of an underemployed world economy, but they 
have retained the assumptions of zero transport costs, inflexible rates of exchange and con- 
stant factor prices. See L. A. Metzler, “The Transfer Problem Reconsidered,” Jour. Pol. 
Econ., June 1942, L, 397-414, reprinted in Readings in the Theory of International Trade, ed. 
H. S. Ellis and L. A. Metzler (Philadelphia, 1949), pp. 179-97; Fritz Machlup, /nternational 
Trade and the National Income Multiplier (Philadelphia, 1943), pp. 178-87. Similarly, Samuel- 
son, who explicitly introduces costs of transport into his analysis, retains the classical assump- 
tion of full employment. See P. A. Samuelson, “The Transfer Problem and Transport Costs,” 
Econ. Jour., June 1952, LXII, 278-304, and idid., June 1954, LXIV, 264-89. 
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payments. The existence of costs of transport, however, has no bearing 
on the range of possible outcomes of a transfer. Hence we may simplify 
our analysis without changing the tenor of our conclusions if, in the 
body of the paper, we neglect costs of transport. Completely general 
results are set out in the Appendix. 

For the most part we shall confine our attention to the equilibria 
prevailing before and after the balance of payments has accommodated 
the transfer. The path by which the new equilibrium is approached is 
not described. Thus our analysis is of a rather limited comparative- 
static kind. 

Considerations of symmetry suggest that when the paying govern- 
ment is assumed to raise the transfer sum by increasing the rate of 
income tax it would be appropriate to assume that the receiving govern- 
ment distributes a similar sum by remitting taxes; that when the pay- 
ment is assumed to be financed by means of central bank credit it 
should be assumed that the receiving government redeems part of its 
debt; that when sales or import taxes are raised in the paying country 
they should be reduced in the receiving country.? For simplicity of 
analysis, however, we shall assume throughout that the receiving 
government distributes the transfer sum, in part or in its entirety, by 
remitting taxes. Fortunately, the assumption does not significantly re- 
strict the generality of our conclusions. It will be shown that, from the 
point of view of the paying country, an import tax, a sales or excise 
tax, an income tax, and central bank credit rank in that order as far 
as their effects on the terms of trade are concerned; and it is intuitively 
clear that this ordering is invariant under changes in the fiscal policy 
of the receiving country. 

In Section I our assumptions and definitions are laid out. In Section 
II the problem is analyzed on the assumption that the paying govern- 
ment raises the necessary revenue by the imposition of an income tax, 
in Section III by borrowing from the central bank, in Section IV by the 
imposition of a general import or export tax, in Section V by the im- 
position of a general sales or excise tax. Our results are summarized in 
Section VI. The plausibility of formulae introduced in the text is estab- 
lished by a blend of analysis and appeal to intuition; but all formulae 
are derived rigorously in the Appendix. 


* That the receiving government spends the transfer sum on public works, and that the 
paying government raises the sum by paring its public works program, is a fifth alternative. 
The implications of this assumption have been explored, in the context of a regime of fixed 
exchanges, by G. A. Elliott (in an unpublished paper) and by J. E. Meade, The Theory of In- 
ternational Economic Policy. Vol. 1: The Balance of Payments (London, 1951), pp. 88-93, See 
also H. G. Johnson, “The Reparations Problem: a Correction,” Econ. Jour., Sept. 1953, 
LXIU, 724-25; John B. Williams, International Trade Under Flexible Exchange Rates (Am- 
sterdam, 1954), Ch. 13 and 14. 
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I. Assumptions* 


The paying country will be denoted by A (America). All other trading 
countries we lump together as B (Britain). This procedure obscures the 
effects of a transfer by one country to another on the trading relations 
of third countries, with each other and with the two principals of the 
transaction. Readers who are distrustful of the procedure may imagine 
that there are only two trading countries, the paying country A and the 
receiving country B. 

We are interested in the long-run effects of a sustained transfer pay- 
ment. Hence speculative and flight movements of private capital are 
ignored. We shall assume also that the transfer payment is not offset 
by governmental short- or long-term loans between countries. 

A continuous balance of the international payments (including trans- 
fer payments) is assumed to be maintained by flexible rates of ex- 
change. Of course, such a balance could be maintained under a regime 
of pegged rates of exchange if factor prices were flexible. But the re- 
quired degree of flexibility is not politically feasible. 

Throughout the paper our analysis will be referred to a general neo- 
Keynesian model of the world economy. The model is set out in equa- 
tion form in the Appendix. We shall make three assumptions, customary 
in this type of model, which enable us to simplify considerably our 
exposition: constant factor prices, constant returns to scale in the in- 
dustry, and pure competition in all product markets. The first of these 
assumptions does not appear to stand in need of defense; indeed it 
might well be argued that, in a static model, inflexibility of factor 
prices is a necessary condition of an underemployment equilibrium. 
The second assumption does not preclude the possibility of decreasing 
returns to scale in the firm. The assumptions have two important im- 
plications. First, when expressed in terms of home currency, costs of 
production and prices of home-produced goods are constant: all supply 
elasticities are infinite. Second, changes in money national income are 
accompanied by roughly equal proportional changes in employment.‘ 

We shall assume that the lists of import and export commodities of 
each country are invariant under changes in the exchange rate. And we 
shall speak of “exports” and “imports” as though they were homo- 
geneous quantities. Such a practice is justifiable only if all components 
of the export (import) bundle increase or decrease in the same propor- 

+ The assumptions and definitions of the present paper are similar to those adopted in my 
paper, “Technological Change, the Terms of Trade and Welfare,” Econ. Jour., Sept. 1955, 
LXV, 457-73. Indeed, the present section reproduces almost verbatim a number of paragraphs 
from Section I of that article. 

‘The equality is only approximate, for changes in money national income may be ac- 
companied by changes in the relative importance of industries in which labor is not of uniform 
importance as a factor of production. 
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tion. Now one implication of our assumptions is that the relative prices 
of all exports (imports) of a single country are constant. Hence it would 
seem reasonable to assume that, at least in the neighborhood of an 
initial position, the components of the export (import) bundle do in- 
crease or decrease in the same proportion. Otherwise it may be imagined 
that there is, for each country, a single exported commodity and a 
single imported commodity. 

In some earlier discussions of the transfer problem® the so-called 
“domestic commodities” have been assigned an important role. Now 
the importance of domestic commodities derives from the fact that, 
in a fully employed economy, any changes in their output implies a 
price change and brings about a corresponding but opposite change in 
the supply of factors available to the export and import-competing in- 
dustries. Under our present assumptions of unemployment and infinite 
supply elasticities, however, the formal analysis of the transfer problem 
is independent of the existence or nonexistence of domestic commodities. 
Consequently it will be necessary to distinguish only “home produced” 
and “imported” commodities. The relative importance, in the former 
class, of “domestic” and “export” commodities is, for the purposes of 
this paper, irrelevant.® 

We shall assume the absence in B of artificial barriers to the transfer 
payment. Examples of such barriers are tarifis, quantitative exchange 
and import restrictions, and export subsidies. 

We shall neglect any effect which the fiscal measures occasioned by 
the transfer might have on the distribution of income and, hence, on 
total spending and on the division, between imported and home- 
produced commodities, of total spending. We shall assume, further, 
that total spending out of a given money income is invariant under 
changes in the prices of imported and home-produced commodities. 
It follows that the money national incomes of A and B, considered 
separately, will be unaffected by changes in sectional price levels as 
such. The analytical simplifications made possible by these assumptions 
will be apparent. 

Without any loss of generality we may choose our currency and com- 
modity units so that, initially, all money prices, including the price of 
foreign exchange, are unity. 

We conclude this consideration of preliminary matters with a defini- 
tion. By “terms of trade” we shall mean the ratio of export to import 

5 See, especially, F. W. Taussig, “International Trade Under Depreciated Paper,” Quart. 


Jour. Econ., May 1917, XXXI, 380-403, and Jacob Viner, Canada’s Balance of International 
Indebtedness 1900-1913 (Cambridge, 1924), Ch. 9. 

* G. A. Elliott has pointed out to me that, even in the present model, the domestic com- 
modities have a role, for their existence introduces a bias into the marginal import propensities, 
a bias which may be considerable even though it does not appear explicitly in the model. 
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prices. (The reader is referred to our earlier justification of the aggrega- 
tive terms “exports” and “imports.”) The concept thus corresponds 
to Taussig’s “net barter terms of trade.’”’ The complications introduced 
by transport costs are considered in the Appendix. 


Il. Transfer Financed by an Income Tax 


Since the domestic prices of the export commodities of both A and B 
are constant when expressed in terms of domestic currency, changes in 
the rate of exchange may be taken as indicative of changes in the terms 
of trade. Our immediate problem, then, is to discover the effect on the 
rate of exchange of a transfer which is financed by an income tax. 

Let us imagine that in A an income tax is levied with a yield equal 
to the amount of the transfer payment. A corresponding sum (in 
B-currency) is distributed by the B-government to the residents of B. 
Imagine, further, that a new equilibrium has been attained with an 
excess value of A-exports over A-imports equal to the amount of the 
transfer and, if necessary, a new rate of exchange. Then (and this result 
is the key to our argument) the separate disposable incomes of A and B 
will have undergone no change. Consider the situation in B. Since we 
are abstracting from a government sector, disposable income is equal to 
the value of the national product plus the amount of the transfer. This 
sum, in equilibrium, is equal to (total spending by B-residents, on both 
home-produced and imported goods) plus (the excess value of B-exports 
over B-imports) plus (the amount of the transfer). Now, in both the 
initial and in the new equilibrium, the amount of the transfer and the 
excess value of B-exports are equal in magnitude and of opposite sign. 
Thus, in both positions of equilibrium, disposable income is equal to 
total spending by B-residents.* Since total spending by B-residents is 
assumed to depend on disposable income, but not on relative prices, it 
follows that the equilibrium level of disposable income is unaffected by 
the transfer payment. A related result can be obtained for A: disposable 
income remains unchanged because the income tax is offset by the ex- 
cess value of exports over imports. 

Now if the disposable incomes of A and B are unchanged, there can 
be no income-induced changes in the balance of payments: the whole 
burden of adjustment falls on the rate of exchange. A’s currency must 
depreciate, the extent of the depreciation being determined by the 

7 F. W. Taussig, International Trade (New York, 1927), p. 113. In the present model, the 
concept corresponds also to Viner’s “double factoral terms of trade,” since factor and product 
prices are constant in terms of domestic currency. See Jacob Viner, Studies in the Theory of 
International Trade (London, 1937), p. 561. 

* Laursen and Metzler have made use of a similar line of reasoning. See S. Laursen and 


L. A. Metzler, “Flexible Exchange Rates and the Theory of Employment,” Rev. Econ, and 
Stat., Nov. 1950, XXXII, 284-85. 
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amount of the transfer payment and by the slopes of the two import 
demand functions, or, which amounts to the same thing, by the amount 
of the transfer payment, by the demand elasticities and by the initial 
volume of trade. Now it can be shown’ that, for the model employed in 
this paper and provided exchange adjustments are financed by means 
of an income tax or central bank credit, the necessary and sufficient 
condition of exchange stability is 


(1) 1+ + <0 


where na is the elasticity of demand for A-imports and np is the elasticity 
of demand for B-imports. And it is intuitively clear that the ‘more 
stable” is the market for foreign exchange, that is, the greater is the 
absolute value of (1+7a+7s), the smaller will be the depreciation 
necessary to effect the transfer. If we denote by r the rate of exchange 
(amount of B-currency which exchanges for one unit of A-currency), 
by m the initial volume of imports, and by T the amount of the transfer 
payment, we may summarize this discussion with the following formula: 


dr 

dT m(1 + na + 

Since this expression will recur in the ensuing discussion, it will be con- 
venient to represent it by 


(3) 


(2) 


1 
w= 
m(1 + na + np) 


This is a surprising result. Derived in the context of an underem- 
ployed economy and on the basis of an analysis which has taken full 
account of shifts of purchasing power, it coincides nevertheless with the 
classical conclusion of J. S. Mill.!° It is well known that Mill failed to 
take into account the shifts of purchasing power that are usually as- 
sociated with transfer payments, and that he neglected the possibility 
of changes in levels of employment." It now appears that, at least in the 
present model, these considerations cancel out in their effects and the 
whole burden of adjustment is thrown on the terms of trade. 


* See Appendix, Section I. 

10 J. S. Mill, Principles of Political Economy, 7th ed. (London, 1871), Pt. III, Ch. 11, Sec. 4. 

4 Bastable, Nicholson, Wicksell, and Ohlin have explored the implications of the shifts of 
purchasing power associated with transfers; Machlup and Metzler have explored the implica- 
tions of variable levels of employment in the paying and receiving countries. See C. F. Bastable, 
“On Some Applications of the Theory of International Trade,” Quart. Jour. Econ., Oct. 1889, 
IV, 1-17; J. S. Nicholson, Principles of Political Economy, Vol. II (London, 1897), Book III, 
Ch. 26, Sec. 14; Knut Wicksell, “International Freights and Prices,” Quart. Jour. Econ., 
Feb. 1918, XXXII, 404-10; Bertil Ohlin, /nterregional and International Trade (Cambridge, 
Mass., 1933), especially Pt. V; L. A. Metzler, “The Transfer Problem Reconsidered,” op. cit.; 
Fritz Machlup, op. cié. 
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We have assumed so far that the B-government cooperates by dis- 
tributing to B-residents the full amount of the transfer. In the absence 
of this redistribution, disposable income in B must fall by at least the 
amount of the transfer—what we may call the “primary” decline. For 
realistic values of the B-marginal propensities to spend, however, the 
ultimate decline of disposable income in B will exceed the primary 
decline, for the latter will induce a decline in total spending by B-resi- 
dents and, hence, a further reduction of the B-national product and of 
B-disposable income. In general, the greater the B-marginal propensity 
to spend on home-produced goods, and the smaller the marginal leak- 
ages (marginal saving and marginal importing), the greater will be the 
induced decline in B-disposable income and, hence, the greater will be 
the ultimate decline in B-disposable income. This decline in disposable 
income will make more difficult the task of adjusting the balance of 
payments to accommodate the transfer. An additional burden of ad- 
justment will be thrown on the rate of exchange. On the other hand, 
given the total of the marginal leakages from the B-income stream, the 
smaller the B-marginal propensity to import the smaller will be the 
income-induced decline in B-imports. Thus, summing up, we may say 
that the smaller the marginal propensity to save and the larger the 
marginal propensity to import in B, the greater will be the depreciation 
of A-currency needed to achieve an excess of exports over imports equal 
in value to the amount of the transfer. If we denote by My B’s marginal 
propensity to import, and by Sy B’s marginal propensity to save, the 
revised formula (2) may be written 


(4) (1 om 
Sy 


In summary, if we assume a stable market for foreign exchange, the 
result of a transfer payment financed by an income tax is an adverse 
turn of the terms of trade of the paying country, the extent of the 
deterioration being determined by the values of the two demand 
elasticities, by the values of the marginal propensities to import and 
save in the receiving country, and by the proportion of the payment 
that is distributed by the government of the receiving country. 


Ill. Transfer Financed by Central Bank Credit 


Let us turn now to the possibility that the A-government finances 
the transfer by borrowing from the A-central bank. Again we may con- 
fine our attention to the initial and new positions of equilibrium. We 
assume first that the B-government redistributes the entire transfer 
payment. For reasons outlined in Section II, disposable income in B 
remains constant. Disposable income in A, on the other hand, will rise 
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by at least the value of A’s export surplus—the “primary” increase. 
For realistic values of the A-marginal propensities to spend, however, 
the ultimate increase of disposable income in A will exceed the primary 
increase, for the latter will induce an increase in total spending by 
A-residents and, hence, a further increase in the A-national product 
and in A-disposable income. In general, the greater is the A-marginal 
propensity to spend on home-produced goods, and the smaller are the 
marginal leakages (marginal saving and marginal importing), the 
greater will be the induced increase in A-disposable income and, hence, 
the greater will be the ultimate increase in A-disposable income. This 
increase in disposable income will make more difficult the task of adjust- 
ing the balance of payments to accommodate the transfer. An additional 
burden of adjustment will be thrown on the rate of exchange. On the 
other hand, given the total of the marginal leakages from the A-income 
stream, the smaller is the A-marginal propensity to import the smaller 
will be the income-induced increase in A-imports. Thus, summing up, 
we may say that the smaller the marginal propensity to save in A and 
the larger the marginal propensity to import in A, the greater will be. 
the depreciation of A-currency needed to achieve a balance of payments 
equal to the amount of the transfer. The formula expressing the re- 
quired adjustment is symmetric with (4) and is obtained from (4) by the 
substitution of the relevant lower-case A-propensities for the B-pro- 
pensities: 
dr 


(5) 1+— 

aT w( i Sy ) 
Comparing (2) and (5), it is apparent that the deterioration of the 
A-terms of trade is more pronounced when the transfer is financed by 
central bank credit than when it is financed by an income tax. 

If the B-government fails to cooperate by distributing to B-residents 
the amount of the transfer, the disposable income of B will fall and the 
necessary adjustment of the rate of exchange will be greater than 
otherwise, how much greater depending, as in the corresponding case 
studied in Section II, on B’s marginal propensities to save and import. 
Just as (4) was obtained from (2) by adding to (2) (My/Sy) times it- 
self, so we obtain (6) by adding to (5) the same factor: 


(6) (1 =) 


Sy Sy 


In summary, if we assume a stable market for foreign exchange, the 
result of a credit-financed transfer will be an adverse turn in the terms 
of trade of the paying country. For given values of the relevant marginal 
propensities and elasticities, the change in the terms of trade will be 
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more pronounced if the transfer is financed by borrowing from the 
central bank than if it is financed by means of an income tax. 


IV. Transfer Financed by Import Tax 


A third possible method of financing the transfer payment is a uni- 
form import tax. It is demonstrated in the Appendix that, as far as the 
ultimat.. effect on the terms of trade is concerned, it is a matter of com- 
plete indifference whether the transfer is financed by a uniform import 
tax or by a uniform export tax. In other words, Marshall’s well-known 
result concerning the symmetry of import and export taxes” is valid, 
not only in the context of the fully employed economy which he as- 
sumed, but also in an economy suffering from general unemployment. 
Since in practice import taxes are predominant, we shall conduct our 
discussion in those terms. It is assumed, initially, that the B-government 
distributes to B-residents the entire sum transferred. 

We have seen that, in the case of an income tax or of central bank 
credit, an A-export surplus sufficient to finance the transfer will not be 
affected by changes in the levels of disposable income in A and B. But 
an import tax, independently of its effects on incomes, operates to cut 
A-imports by raising import prices. This suggests the possibility tha‘. 
when the transfer is financed by an import tax, no depreciation of the 
A-currency is necessary in order that the transfer may be effected; the 
terms of trade may even move in favor of A. It is clear that the more 
elastic is A’s import demand the more likely is this result. For the more 
elastic is A’s demand for imports the greater is the curtailment of im- 
ports incidental to a given tax rate. It can be shown that unity is the 
critical elasticity. For then total spending on A-imports out of a given 
disposable income is constant, invariant under changes in the prices of 
imports. Hence total spending met of the tariff declines by the amount 
of the tariff proceeds. But by assumption the tariff proceeds are equal 
to the sum to be transferred. In other words, the import tax has given 
rise to an export surplus equal in value to the amount to be transferred. 

To this conclusion it may be objected that we have failed to take into 
account the possibility that the decline in B-income occasioned by the 
decline in its exports may give rise to a decline in A-exports and, hence, 
a worsening of A’s balance of payments. But this objection is based on 
the oversight of the fact that the decline in B-income occasioned by the 
decline in B-exports is exactly compensated by the transfer payment 
which, by assumption, is distributed to B-residents. Disposable income 

™ Alfred Marshall, Money Credit and Commerce (London, 1923), pp. 180-81. Important 
hints had been thrown out earlier by John Stuart Mill in his Essays on Some Unsettled Ques- 
tions of Political Economy (reprinted London, 1948), especially pp. 21-30. See also A. C. 
Pigou, A Study in Public Finance, 3rd (rev.) ed. (London, 1947), pp. 193-94; and Abba P. 


Lerner, “The Symmetry between Import and Export Taxes,” Economica, Aug. 1936, III n.s., 
308-13. 
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in B is, on balance, unchanged by the operation. And we have decided 
earlier to overlook any possible effects which a redistribution of a given 
disposable income may have on Bb port demand. 

We have reached the conclusion. -aen, that when the elasticity of 
A’s demand for imports is unity t} > transfer may be effected without 
any change in the rate of exchang :nd terms of trade. Reflection will 
reveal the truth of two further propositions; first, that when the A-im- 
port demand is inelastic the induced balance of payments will fall short 
of the amount to be transferred and, second, that when the A-import 
demand is of greater than unit elasticity the induced balance of pay- 
ments will exceed the amount to be transferred. In the first case the 
deficiency can be made good, typically, only by a depreciation of A’s 
currency; in the second case the surplus can be eliminated, typically, 
only by an appreciation of A’s currency. These results are summarized 
in the following formula: 


(7) dr 
ar w(1 + ma). 


If the B-government fails to cooperate by distributing the transfer 
payment to B-residents, the cut in A-imports will result in a decline in 
disposable income in B. This in turn implies a decline in A-exports. 
Clearly the critical elasticity of demand for A-imports is no longer unity 
but something in excess of unity. By reasoning similar to that provided 
in earlier sections the excess can be shown to be equal to My/Sy and 
formula (7) becomes 


(8) 


In summary, when a transfer is financed by means of an import duty, 
the equilibrium terms of trade may move in either direction. The 
greater, in absolute value, is the elasticity of the demand for A-imports, 
the greater is the proportion of the payment which is redistributed by 
the B-government, the greater is the rate of leakage from the B-income 
stream, and the smaller is the marginal propensity to import in B, the 
more likely is it that the equilibrium terms of trade will move in favor 
of A. 


Transfer Financed by a Sales Tax 


As a final possibility we may imagine that the A-government finances 
the transfer by levying a general and uniform excise or sales tax on all 
home-produced commodities. In this case, it should be noted, domestic 
prices of home-produced goods in A are not constant. Hence we no 
longer may take the rate of exchange as an index of the terms of trade. 


dr My i 
— 1 
aT w( +a + =) 
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Denoting by u the terms of trade and by /* the rate of tax, the correct 
relationship may be written 


(9) p=r(l+f*). 


Let us assume, initially, that the B-government cooperates by dis- 
tributing to B-residents the full amount of the transfer. The sales tax 
raises the domestic prices of home-produced commodities in A. This has 
the effect of diverting expenditure to imports. Clearly the smaller is the 
cross-elasticity of demand for A-imports with respect to domestic prices 
(denote the elasticity by 74’) the less is the danger that A’s terms of 
trade will deteriorate. And, given na’, the smaller is the ratio of ex- 
penditure on home-produced goods to expenditure on imports (denote 
the ratio by p/m) the better. Whereas in the case of an import tax the 
critical elasticity of A-import demand (that is, that elasticity which 
makes possible the transfer without a deterioration of the equilibrium 
terms of trade) was —1, in the present case it is numerically greater by 
the sum of na’ and p/m. If nx > —(1+p/m+n,’) the transfer will result 
in a deterioration (from A’s point of view) of the equilibrium terms of 
trade; if 7xn<—(1+p/m-+n,’) the transfer will result in an improve- 
ment of the equilibrium terms of trade. The precise relation between 
the equilibrium terms of trade and the transfer is expressed by the fol- 
lowing formula: 


dp (1+ + p/m) [ ( m ) | 
10 = wil + | —— + ma’) I. 
dT (m+ p)(1 +a + m+ p 


It is clear from (7) and (10) that an improvement of the equilibrium 
terms of trade is less likely when the transfer is financed by means of a 
sales tax than when it is financed by an import tax. 

If the B-government fails to cooperate by distributing to B-residents 
the full amount of the transfer sum, disposable income in B and, hence, 
B-imports and the excess value of A-exports will be less than otherwise. 
By reasoning similar to that set out in earlier sections, formula (10) 
must be corrected by the addition of the term (w(My/Sy)). The precise 
relation between the equilibrium terms of trade and the transfer, then, 
is expressed by the fcllowing formula: 


du [ ( m ) =| 


The A-terms of trade will deteriorate, remain unchanged, or improve 


according as 
m Sy 
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VI. Summary of Results 


The results of the preceding sections, and of certain parts of the 
Appendix, are summarized in Table I. The formulas indicate values of 
the elasticity of A-import demand which are critical in that they imply 
no change in the equilibrium terms of trade. The most general conclu- 
sions are the following: 

1. The cooperation of the B-government is not necessary to a favor- 
able transfer-induced turn of A’s terms of trade. The so-called ‘‘sec- 
ondary burden’ of the transfer can be avoided even though the 
B-government fails to redistribute to B-residents the sum transferred. 

2. On the other hand, an outcome favorable to A is contingent upon 
the employment by the A-government of one or the other of a limited 
group of means of financing the transfer. In particular, if the A-govern- 
ment relies on an income tax or central bank credit, a secondary burden 
is inevitable. This result differs from the generally accepted view, 
derived from the consideration of models of the fully employed world 
economy, that the terms of trade may move in either direction, or re- 
main unchanged, the precise outcome depending on the particular 
preferences of the residents of A and B.” 

3. But, though necessary, the proper choice by the A-government of 
its fiscal measures is not sufficient to achieve a favorable turn of the 
terms of trade. It is necessary further that the preferences of A- and 
B-residents be favorable in the senses defined by formulas (7)-(11). 

4. The presence or absence of costs of transport has no bearing on the 
range of possible outcomes of the transfer. However, they do influence 
the critical values of the demand elasticities. 

5. Comparison of formulas (2), (5), (7) and (10) reveals that, as far 
as their effects on the A-terms of trade are concerned, and adopting a 
nationalist welfare criterion, the four methods of financing the transfer 
stand in the following order:* an import tax, a sales tax, an income tax, 
central bank credit. It is intuitively obvious that this order is invariant 
under changes in the fiscal policy of the receiving country. (It is this 
circumstance which provides the justification of our abandonment of 
the “symmetry” assumptions). 

We have been concerned solely with the relationship between trans- 
fers and the equilibrium terms of trade. The possibility that free markets 


8 The symbols ¢ and J represent, respectively, the initial prices, including costs of transport, 
of A- and B-imports. 

4 J.S. Mill, Essays, op. cit., p. 43. 

‘6 See, for example, A. C. Pigou, “Reparations and the Ratio of International Interchange,” 
Econ. Jour., Dec. 1932, XLII, pp. 532-43, and P. A. Samuelson, op. cit., Econ. Jour., LXII, 
285-88. 


% The unlikely possibility that 94’ is substantially negative is ignored. 
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may be unstable and that the new equilibrium may not be approached 
has not been considered. 
APPENDIX 

In Sections I and II we establish two propositions, concerning the stabil- 
ity of the market for foreign exchange and concerning the symmetry of 
general export and import taxes, which, in Sections II and III of the text, 
respectively, have been taken for granted. Thereafter the analysis follows 
the order of the text. 

In view of our explicit recognition of costs of transportation, it is neces- 
sary to define exports and imports closely with respect to location: all ex- 
ports and imports are to be understood as located at their ultimate destina- 
tions. Accordingly, prices must be understood as including costs of trans- 
portation. It is assumed that A and B each provides the transportation 
facilities for its own exports. 


I. Stability Condition 
Our static model of the underemployed world economy is described by the 
following set of equations: 


y — [p(r, + (1+0)MA,Y)] =0 
— [PQ, + (1+ V)m(z, y)] = 0 


(1.1) — [AM(A, — (1+ V)m(r, y)] = 0 
7 —(1+V)/r = () 
A — r(1 + 9) = 0. 


In this system the symbols have the following interpretations: 


A 
=the disposable money income of -residents;)” 


A 
= total spending in one home-produced commodities; 


-imports; 
B po 


m B 
} =the volume (and value, net of transport costs, in {,} -currency) 
\ =the cost, expressed as a fraction of price, of transporting, from 


AD B 
{ to { one unit of { exports; 
B A B 


A A 
{ + = the price of {it -imports, expressed in nt -currency; 


17 The symbols y and Y appear to correspond to Ohlin’s concept “buying power.” Bertil 
Ohlin, op. cit., p. 378. 
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=the number of units of B-currency which exchange for one unit of 
A-currency; 
L=the A-balance of payments, expressed in B-currency. 


The first two members of (1.1) express conditions of equilibrium; the re- 
maining equations are definitions. The last two members of (1.1) state 
the assumption of infinite supply elasticities. Currency units are chosen 
so that, initially, r=1. Similarly, quantity units are chosen so that the 
prices of all commodities are unity when expressed in terms of the currency 
of the country of origin and when abstraction is made from costs of trans- 
port. We assume further that, initially, international payments are in 
balance, that is, 


(1.2) — (1+ V)m = 0. 


The assumptions made in the text imply a number of restrictions on the 
functions p, P, m and M. In particular, we have assumed that total spend- 
ing, in A and in B, is invariant under price changes. Now total spending in 
A, expressed in A-currency, is equal to (p-+7m); total spending in B, ex- 
pressed in B-currency, is equal to (P+ AM). Hence we have, as implications 
of the assumption, the following identities: 


(1.3) pb, + rm, +m = 0, 
T 


(1.4) Py +A4M,+ M =0. 


In (1.3), (1.4) and below, subscripts indicate partial differentiation. 

Each equation of the system (1.1) is an identity in the parameter r. Ac- 
cordingly, we may differentiate through (1.1) with respect to r. Recalling 
that r=1, we derive the system (1.5) of five linear equations in dy/dr, 
dY /dr, dr/dr, d\/dr and dL/dr: 


(t — py —A\My —p, 0) {(dy/dr 
—(1— Py) rm, Py 0| |dY/dr 
(1.5) | Tm, —\My tm, —(M+XM),) 1|| dr/dr| = 
0 0 1 0 0| | dd\/dr 
0 0 0 1 Oj ldL/dr} | 


Solving (1.5) for dL/dr, and recalling (1.2)—(1.4), we have 
(1— py—rm,)(1— Py 


dL 
(1.6) —= 


dr (1 —py—Tm,)(1 — Py—dMy)+X(1— py—1m,) My 
+7(1—Py—AMy)m, 
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We require the condition that dL/dr <0. Let us write 


(1.7) 
Sy = 1 — Py — AMy. 
Then (1.6) may be rewritten 


dL SySy¥(AM + + 
dr SySy¥ + sy\My + Syrmy, 


(1.8) 


Assuming that s, and Sy are positive, (1.8) is negative if and only if 


(1.9) AM + + 72m, <0. 
Recalling (1.2), (1.9) may be rewritten 
(1.10) 1 + rma + Ans < 0 


where n4 = m,/m is the elasticity of A’s demand for imports and ns= M),/M 
is the elasticity of B’s demand for imports. If there are no costs of trans- 
port, (1.10) reduces to 


(1.11) 1+ + < 9. 


Thus the presence of transport costs has the effect of weakening the condi- 
tion of exchange stability. Secondly, it is clear that the familiar condition 
of exchange stability in a fully employed world economy" carries over to 
(our model of) the underemployed economy.’® 


Il. Symmetry of Export and Import Taxes 


1. In the case of a uniform import tax, our model of the world economy is 
described by the following system of equations: 


t 
y — [p(r, y) + (1+ 0)MQ, y) + — (1 + y)] =0 


‘rm(r, y) — (1 + 0) 
— + 2) 
| 


'8 See, for example, Abba P. Lerner, The Economics of Control (New York, 1944), pp. 377- 
79. 

19 This conclusion is based on the implicit assumption that the depreciation is financed by 
an extension of central bank credit in the depreciating country. It can be shown, however, that 
the same result is reached when the depreciation is financed by means of an income tax. 
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u=the terms of trade of A and ¢=the rate of import tax, expressed as a 
fraction. Initially, =0. The third member of (2.1) expresses the equilib- 
rium condition that demand should equal supply in the market for foreign 
exchange. The remaining members of (2.1) are either familiar or defini- 
tional. 

Differentiating through (2.1) with respect to ¢, and recalling that r=1 
and t=0, we obtain the system (2.2) of six linear equations in the unknowns 
dy/dt, dY /dt, dr/dt, dd/dt, dr/dt and du/dt: 


1—p, —dAMy — pr —-\M, 0){ dy/di (7m 

mm, —(1—Py) 1m, Py 0 | dY/di 0 

(2.2) Tm, —rM, dr/dt _ 0 
0 0 1 0 r 0|| dd/dt 

0 0 0 1 —d O|| dr/dt 0 

0 0 du/dt) LA 


Solving for du/dt and recalling (1.3) and (1.4), we obtain 


du trm,(1— py—rm,) 
dt — py) —mm, | 


(2.3) 


When costs of transport are absent, (2.3) reduces to 


du mM, NA 


dt omtm+M, 


2. In the case of a uniform export tax, our system of equations must be 
rewritten as follows: 


y — 9) + (1 +2)MQ, VY) + +0)MQ, Y)] =0 
— [P(, Y) + (1+ V)m(z, y)] =0 
rm(r, y) — (1+ 2)M(A, = 0 
(2.4) {r-(i+V)/r = 0 
= 0 
1 AX 
r 


t’ is the rate of export tax, expressed as a fraction. Initially, ’=0. Differ- 
entiating through (2.4) with respect to /’ and recalling that r=1, we obtain 
the system (2.5) of six linear equations in the unknowns dy/di’, dY/d?’, 
dr/dt', dd/dt’, dr/dt’ and du/dt’: 


4 
: 
. 
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(1—p, —p, 0 0) dy/dt’ (rm 

mmm, —(1—Py) rm, Py 0 0O| | dY/dt’ 0 

~My mtrm, 0 0) | _ | 0 
0 0 1 0 + 0|| a/ar 0 

0 0 0 1 dr/dt 

0 0 d/r —1 1) du/dt’ 0 


Solving for du/dt’ and recalling (1.3) and (1.4), we obtain an expression 
similar to (2.3). 


Ill. Transfer Financed by Income Tax 


Suppose that A is required to transfer to B a sum 7, fixed in terms of 
A-currency. The A-government finances the transfer by means of an income 
tax and the B-government distributes, in the form of tax remissions, a pro- 
portion & (of the equivalent sum in B-currency) to B-residents. Then our 
model of the world economy is described by the following system of equa- 
tions: 


— [p(r, y) =0 
Y — [P(A, Y) + (1 + V)m(r, y) + krT | = 0 
tm(r, y) — (1+2)M(A, Y)+T = 0 
(3.1) 7—(1+V)/r = 0 
A — r(1 + 2) 
1 A 
= 0. 
r T 


Differentiating through (3.1) with respect to 7, and recalling that r=1 
and T=0, we obtain the system (3.2) of six linear equations in the un- 
knowns dy/dT, dY /dT, dr/dT, d\/dT, dr/dT and du/dT: 


Tm, —(1—Py) rm, Py 0 0||dY/dT —k 
(3.2) —\My m+rm, 0 dr/dT 
0 0 1 0 + O|| d&/eT 0 
0 0 0 1 O|| 0 
0 0 d/r —1 1) \ du/dT 0 
Solving for du/dT and recalling (1.2)—(1.4), we obtain 
1+ (i — 
du Sy 


3.3 —= 
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For positive My and Sy, and provided the condition of exchange stability 
(1.10) is satisfied, 


If costs of transportation are neglected, (3.3) reduces to 
(3.4) [1 +(1—&) 
dT Sy 


where 
1 
w= 
M(1 + 1a + op) 


We observe from (3.1) that 


d 1 d 
1+ V/dT 
Hence du/dT and dr/dT are proportional to each other, a fact which has 
facilitated the exposition of Section II of the text. 


IV. Transfer Financed by Central Bank Credit 


Our new model of the world economy is described by the system (3.1), 
with one change: the term (— 7) is omitted from the first equation. Differ- 
entiating, we obtain a system of linear equations which is identical with 
(3.2), with one change: the term (—1) is omitted from the first equation. 
Solving for du/dT and recalling (1.2)—(1.4), we obtain 


(4:1) du SySy + rm,Sy + (1 — k)AMysy 
dT tSySyM(1 + rma + 


For positive values of the marginal propensities to save and to import, and 
provided the market for foreign exchange is stable, 


d 
aT 


If costs of transportation are neglected, (4.1) reduces to 


4.2 [1+ +0 ya 
(4.2) aT w ] 


Y 
Sy Sy 


du 
: — <0. 
dT 
2 ‘ 
ef | 
- 
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V. Transfer Financed by Import Tax 
Our model of the world economy is described by the system (5.1): 
y — y) +(1+)MAQ, ¥)] =0 
Y — [PQ, VY) + (14+ V)m(z, y) + = 0 
y) — AM(Q, Y) + rT = 0 


t 
(5 1) y) = () 
ig 
(1+ 4(1+V)/r = 0 
A — r(1 + 2) = 0 
A 
—-—(1 + = 


The fourth member of (5.1) gives expression to the assumption that the 
A-government finances the payment entirely from the proceeds of the 
import duty. Attention is drawn to the fact that 7, the price of A-imports 
expressed in A-currency, now includes the amount of the import tax. 
Differentiating through (5.1) with respect to 7, and recalling that r=1 
and T=t=0, we obtain the system (5.2) of seven linear equations in the 
unknowns dy/dT, dY /dT, dt/dT, dr/dT, dd\/dT, dr/dT and dy/dT: 


0 0) ( dy/dT 0 

rm, —(1—Py) rm, Py 0 0| | d¥/dT 

rm, —\My 0 rm, —(M+M,) 0 dt/dT 
(5.2)} 0 0 m 0 0 0 =| 1 

0 0 ag 0 r 0|| dd/dT 0 

0 0 0 0 1 dr/dT 0 

0 0 A/r —1 dp/dT) 0 
Solving for du/dT, and recalling (1.2)—(1.4) and (1.7), we obtain 

\My 


1 i-k 
+ + ( ) Sy 


aT rm(1 + ma + 


If the market for foreign exchange is stable, the terms of trade improve, 
remain unchanged, or deteriorate according as 


(5.3) 


A\My 
[i+ rm <, =, or > 0. 


Y 
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a If there are no costs of transport, (5.3) reduces to 
4 du My 
5.4 = +(1-—2 =| 
4 (5.4) mt 
7 VI. Transfer Financed by Excise Tax 
: Our model of the world economy now is described by the system 


y — [plr, y) + (1+ = 0 
— + (14+ V)m(r, y) + = 0 
(1 + V)m(r, t*, y) — AM(A, Y) + rT = 0 
T — t*[p(r, y) + (1+ 0) MA, = 0 


(6.1) 4 
7—(1+V)/r = 0 
A— r(1 + + 2) = 
1 X 
= 0. 


The symbol /* denotes the rate of excise tax, expressed as a fraction. 
Initially, *=0. Since the domestic prices of A-commodities are no longer 
constant, but vary with the rate of excise tax, they are given representation 
in the p- and m-functions. The fourth member of (6.1) gives expression to 
the assumption that the excise tax is levied on all goods and services pro- 
duced by A-residents, including the service of transporting A-exports. 
Finally, it is no longer open to us to treat p and M indifferently as values 
and quantities; in the present section they must be interpreted as quantities. 

Equations (1.3) and (1.4) no longer give complete expression to the 
assumption that total spending out of a given money income is invariant 
under price changes. As a further implication of that assumption, we have 


(6.2) + rm] = pt pet rme = 0. 


Differentiating through (6.1) with respect to 7, and recalling that r=1 
and T=(*=0, we obtain the system (6.3) of seven linear equations in the 


unknowns dy/dT, dY /dT, dt*/dT, dr/dT, dd/dT, dr/dT and dy/dT: 
rm, —(1—Py) rm, Py 0 0| \¢¥/dT| |~-k 
rmy —dMy  rme rm, 0 | -1 
(6.3) 0 0 0 0 0 0| | dr/dT| =| 1 
0 0 1 0 0| | dd/dT 0 
0 0 1 dr/aT 0 
0 0 © 0 0 


| 
4 
A 
: 
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Solving for du/dT, and recalling (1.2)—(1.4), (1.7) and (6.2), we obtain 


My 
Sy 


1+ matna’) +(1—k 


AM(1 + rma + Ans) 


where n4’=m/m is the cross-elasticity of demand for A-imports with 
respect to domestic prices. If the market for foreign exchange is stable, the 
A-terms of trade will improve, remain unchanged, or deteriorate according 
as 


\M +p TNA nA Sy 


If costs of transport are ignored, (6.4) reduces to 


6.8) [1 +( +m’) + (1 
Sy 


=. or <0. 


du 
? 
| 


INFLATION-CAUSED WEALTH REDISTRIBUTION: 
A TEST OF A HYPOTHESIS 


By REuBEN A. KESSEL* 


The belief that business firms gain through inflation is common 
among both economists and the lay public. Three independent chains 
of reasoning have been employed by economists to reach this conclu- 
sion. The first, most frequently encountered and the one of principal 
concern here is based on the hypothesis that debtors gain by inflation 
and the assumption that business firms are debtors. Enterprisers con- 
tract to pay fixed dollar obligations in the form of bonds or other debt 
instruments. Therefore depreciations in the real value of money obliga- 
tions, which are the losses of creditors, are the gains of business firms.’ 
This argument has become the standard textbook explanation of why 
business firms gain during inflation and how wealth is redistributed. 
In order to reveal clearly how this conclusion is obtained, an example 
of the following type is usually employed. Assume a business firm is 
half debt- and half equity-financed at time to. Between ¢) and ¢, the 
price level doubles. On the assumption that the volume of debt and the 
number of shares outstanding remains unchanged, a doubling of the 
price level implies a tripling of equity values. If a firm has any out- 
standing debts at all, its equity value can be expected to increase in 
real terms during inflation.’ 

Clearly the heart of this particular explanation of wealth redistri- 
bution is the assumption that interest rates fail to reflect completely 
price level changes during inflation. The debtor-creditor hypothesis 
is based on the postulate that interest rates reflect an implicit biased 
estimate of the future course of prices. It is because this estimate is 
assumed to be low that the conclusion—debtors gain and creditors 
lose during inflation—follows. 

The second rationale for the conclusion that business firms are 


*The author is a member of the staff of the Economics Division of the RANb 
Corporation. This paper stems from an investigation undertaken in 1952 as a doctoral 
dissertation at the University of Chicago. The dissertation contains all of the basic data 
upon which this article is based. The author is indebted to A. A. Alchian and N. Kaplan 
of the RAnp Corporation for aid in the preparation of this paper. 

*J. M. Keynes, Tract on Monetary Reform (London, 1923), p. 18; I. Fisher, The 
Purchasing Power of Money (New York, 1920), pp. 58-73, 190-91. 

* An example of this type may be found in L. V. Chandler, The Economics of Money 
and Banking (New York, 1948), pp. 36-37. 
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extraordinarily profitable during inflation is based on the assumption 
that inflation causes wages to lag behind prices. This lag of wage rates 
behind prices redistributes income from laborers to capitalists.* 

A third argument that is relatively more popular with the public 
than with economists is that business firms gain during inflation be- 
cause they carry inventories. These inventories are sold at prices that 
reflect mark-ups based on current prices rather than the lower prices at 
which they were in fact purchased. Therefore, on this account alone 
business firms are extraordinarily profitable when prices are rising.‘ 
Clearly in real terms there is no gain or loss, no change in the terms 
of trade of inventories for real resources, as a consequence of inflation 
for owners of inventories. Reported business profits may appear larger 
as a result of these “gains.” However, this is purely an artifact of 
original cost accounting.® 

The debter-creditor hypothesis has two implications that will be con- 
sidered explicitly. One is for absolute and the other for relative changes 
in real wealth positions. The absolute change implication predicts that 
debtors will gain and creditors lose vis-a-vis their pre-inflation wealth 
positions. Because it is generally believed that business firms are 
debtors, economists have been led to conclude that the owners of busi- 
ness firms are beneficiaries of inflation. If, however, it is possible to 
find business firms that are creditors, then these firms should be worse 
off as a consequence of inflation. 

The other implication is concerned with the relative magnitude of 
the gains among more and less extreme debtors and the corresponding 
relative losses among more and less extreme creditors. The debtor- 
creditor hypothesis suggests that inflation ought to be relatively more 
profitable for large debtors than small debtors and more unprofitable 
for large creditors than small creditors. Therefore if one found that 
all debtors gain but also found that modest debtors did better than 

* This is essentially the argument propounded by E. J. Hamilton in “Profit Inflation 
and the Industrial Revolution, 1751-1800,” which is found in Enterprise and Secular 
Change (London, 1953), p. 322. Hamilton argues the same thesis in a larger context in 
“Prices as a Factor in Business Growth,” Jour. Econ. Hist., Fall 1952, XII, 325. This 
same argument and conclusion may be found in E. M. Bernstein and I. G. Patel, “In- 
flation in Relation to Economic Development,” Internat. Mon. Fund Staff Papers, Nov. 
1952, p. 380. It can also be found in standard textbooks on money and banking such 
as Chandler, op. cit., pp. 32, ff. 

*Keynes, op. cit., pp. 18-19; A. G. Hart, Defense Without Inflation (New York, 
1951), p. 70. 

*In order to discriminate between “gains” in wealth positions that merely reflect de- 
creases in the purchasing power of money and true gains, i.e., increases in command over 
real resources, the purchasing power of the dollars used to measure wealth is held 
constant. The wholesale price index is consistently employed for this purpose. It appears 


to have been somewhat less affected by price controls and therefore a somewhat more 
reliable indicator of true economic prices than the consumers price index. 
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extreme debtors, then one implication of this hypothesis would be 
confirmed while the second would be denied. 

There exist two classes of evidence that have been regarded as 
relevant for examining the validity of the Keynes-Fisher-Hamilton 
belief that business firms are extraordinarily profitable during infla- 
tion. The first is provided by the investigators of particular inflations 
such as Bresciani-Turroni, Graham, and others." Their results can be 
summarized into two historically observed regularities. These are that 
(1) banks as a class invariably lose during inflation (the real value of 
bank stocks seems to have gone down in every inflation studied) and 
(2) stock price indexes at best rise only about as much as the general 
level of prices and usually not as much. 

The second class is studies of time series of prices and wages which 
indicate that real wage rates decline during inflation.‘ This has led 
to the conclusion that the returns to capital rise during inflation, and 
has been employed as evidence to buttress the more general proposition 
—that inflation causes wages to lag behind prices to the benefit of 
capitalists generally. This hypothesis implies that the more “laboristic” 
a firm is, the greater are its inflation-born profits. 

The objectives of this paper are: (1) to evaluate the predictive con- 
tent of the Keynes-Fisher hypothesis of wealth redistribution; (2) to 
examine some evidence pertinent for evaluating the belief that busi- 
ness firms gain as a consequence of inflation; and (3) to rationalize 
the data and conclusions of this paper with the findings of empirical 
investigators of inflation. 

In order to achieve these goals, stock price changes, during both 
inflation and deflation, of large American corporations were employed 
as data reflecting capital value changes. A series of five samples, four of 
which were randomly drawn from the population of industrial firms 
listed on the New York Stock Exchange, defined the companies whose 
stock price changes were accepted as data. The predictive content of 
the Keynes-Fisher hypothesis was evaluated by employing it to forecast 


* Bresciani-Turroni, Economics of Inflation (London, 1937), pp. 253, 298; F. D. Gra- 
ham, Exchange, Prices and Production in Hyper-Inflation: Germany, 1920-23 (Princeton, 
1930), pp. 74, 177; J. H. Rogers, The Process of Inflation in France (New York, 1929), 
pp. 212-°3, 265; J. van Walre DeBordes, The Austrian Crown: Its Depreciation and 
Stabilization (London, 1924), p. 216; P. B. Whale, Joimt Stock Banking in Germany 
(London, 1930), p. 242; D. L. Grove, ‘““The Role of the Banking System in the Chilean 
Inflation,” Internat. Mon. Fund Staff Papers, Sept. 1951, II, 55. Graham alone, of the 
authors cited, fails to indicate unambiguously that banks lost out. Evidently the expansion 
of the banking facilities in Germany during the inflation and hyperinflation led Graham 
to believe that the banking business must have been very profitable. See Econ. Rev., Aug. 
17, 1923, VIII, 136, cited by Graham, op. cit., p. 74. 

* Hamilton, “Profit Inflation,” loc cit., pp. 323, ff.; E. P. Lerner, “Money, Prices and 
Wages in the Confederacy, 1861-65,” Jour. Pol. Econ., Feb. 1955, LXIII, 31, ff. 
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or explain how these stock prices ought to change, comparing these pre- 
dictions with observed changes, and determining whether or not a 
significant relationship exists between predicted and observed stock . 
price changes. 


I. Bank Share Price Changes During the Second World War Inflation 


Before considering the first sample, which is 16 bank stocks, it is 
instructive to note that the Standard and Poor’s index of New York 
bank shares increased by a mere 20 per cent between the end of 1942 
and 1948.° This represents further confirmation of the already ob- 
served regularity—that banks lose during inflation. For this sample of 
16 bank shares, stock prices rose by 47 per cent from the end of 1942 
to the end of 1948 while the wholesale price index increased by 60 per 
cent.° At first blush these results appear to contradict both the Fisher- 
Keynes and Hamilton hypotheses. Banks are extraordinarily large 
debtors in the sense that the ratio of debt to equity of banks is gen- 
erally several times larger than for industrial corporations. Similarly 
banks are relatively laboristic enterprises. In 1941, approximately 
50 per cent of bank costs excluding taxes were for wages and salaries.’° 
This is generally much higher than for the population of industrials. 

Upon looking more closely at bank balance sheets, one is not only 
impressed with the volume of bank debt relative to the size of the 
equity of bank-stock holders, but also with the nature of bank assets. 
Virtually all bank assets are monetary, i.e., assets whose value is in- 
dependent of the price level, such as bonds, notes, loans and discounts 
and deposits with other banks. Apparently the only real assets of 
banks, 7.e., assets whose value would be expected to vary with the 
price level, are bank buildings and accounting machines. Therefore 
although it is true that banks are enormous debtors, it is not clear 
that banks on net balance are debtors. The answer is a function of 
the relative size of the bank building and accounting machine accounts, 
on the one hand, and the shareholders equity, on the other. 

Are monetary assets larger than monetary liabilities? For each of 
these 16 banks, monetary assets exceeded monetary liabilities. There- 
fore these results confirm part of one implication of the debtor-creditor 


* Industry Survey of Banks, Standard and Poor’s Corp., New York, March 6, 1952, pp. 
B2-2. This index was also composed of 16 banks. 

* This sample of 16 banking companies was drawn from the population of bank shares 
listed in the New York Times, Nov. 5, 1951. It represents virtually all of the bank stocks 
listed that day. 

* Industry Survey of Banks, op. cit., pp. B2-11. Grove, op. cit., pp. 56-57, found that 
salaries represented from 56 to 65 per cent of all costs for commercial banks in Chile 
between 1937 and 1950, 
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hypothesis, namely that the real value of creditor securities should 
decline during inflation. In order to examine the second implication, 
that more extreme creditors ought to be worse off than their less ex- 
treme fellows, the ratio of net monetary assets (the difference between 
monetary liabilities and monetary assets) to total assets was employed 
as a measure of the intensity of creditor status. The iarger this ratio, 
the more extreme creditor status is assumed to be.** Therefore a rank- 
ing of these ratios represents a prediction of the relative performance 
of these bank shares during inflation. A second set of ratios, those of 
stock prices at the end of 1948 to stock prices at the end of 1942, was 
computed for each firm.’* This second ranking depicts the relative stock 
price changes that occurred. The ranks of these two sets of ratios were 
then examined in an effort to detect inverse correlation. The two sets of 
ranks were found to be inversely correlated, assuming a 5 per cent sig- 
nificant level, and roughly 23 per cent (correlation coefficient of .48) of 
the observed variation was explained by the debtor-creditor hypothe- 


sis.** 


Il. Industrial Share Price Changes During Inflation 


The second sample consists of 30 industrial corporations. It was 
obtained by random sampling from the population of the first thousand 
corporations, all listed on the New York Stock Exchange, reported by 
the Wall Street Journal of November 5, 1951. During the interval 
from the end of 1942 to the end of 1948 for which these stocks were 
studied, the Standard and Poor’s index of 50 industrials declined in real 
terms by about 5 per cent. The behavior of this index number obeys 
the historically observed regularity that stock prices at best just keep 
pace with the price level and generally fall behind during inflation. 

In order to detect differences in the monetary positions of these 30 
corporations, ?.¢., to distinguish debtors from creditors and subsequently 
to make finer distinctions within each class, the following classification 
system was employed to sort out the monetary from the real accounts 
in corporation balance sheets. 


"These calculations were made from the end of 1942 balance sheets, except for one 
firm whose balance sheet was drawn up in October, 1942. 

* These stock prices, as well as all the stock prices employed in this study, were adjusted 
to take account of stock dividends, splits, and capital dividends. 

* The test employed was formulated by E. G. Olds in “Distribution of Sums of Squares 
of Rank Difference for Small Numbers of Individuals,” Annals Math. Stat., June 1938, 
IX, 133. This test is also described by W. A. Wallis, “Rough-and-Ready Statistical Tests,” 
Indus. Qual. Control, March 1952, VIII, 35-40. It should be emphasized that this test is 
pertinent only for relative price change implications. The use of ranks abstracts from 
absolute values. 


| 

4 

< 

is 

> 
‘Es 

i 

4 

bee 


KESSEL: INFLATION-CAUSED WEALTH REDISTRIBUTION 133 


AssETs AND LIABILITIES CLASSIFIED AS MONETARY 


Monetary Assets Monetary Liabilities 
Cash Accounts Payable 
Marketable Securities Notes Payable 
Accounts Receivable Tax Liability Reserve 
Tax Refunds Receivable Bonds 

Notes Receivable - Preferred Stock 
Prepaid Insurance 

Gold 


In general there were three difficult and important (in the sense 
that the size of the accounts involved were not negligible) classifica- 
tion problems. These were represented by preferred stock, marketable 
securities, and investment in other companies. 

From a narrow legal point of view, nonparticipating preferred stock 
is an equity security. However as a corporate obligation, it is fixed 
in amount and yields an income stream whose size is independent of 
the price level. Therefore, this type of preferred stock is in substance, 
if not in form, a monetary obligation. This interpretation is supported 
by Guthman and Dougall who contend preferred stock contracts are in 
fact but not in name much more like bond indentures than common 
stock agreements.** Consequently, for the purposes of this study, non- 
convertible and nonparticipating preferred stock were defined as debt. 
For convertible and participating preferred stock, there seemed to be 
no easy prescription to follow. Corporations that had either of these two 
types of preferred shares outstanding were omitted from three samples 
in this study. For two samples, such securities were included and as- 
sumed to be debt instruments. 

To the extent that corporations own marketable securities, they act 
as investment companies. If these securities are “ebt instruments, 
there is no classification problem. On the other hand, if they are equi- 
ties, then it is necessary to determine the net monetary position of the 
companies they represent in order to come to some conclusion about 
the expected impact of inflation upon these share values. Evidence bear- 
ing on the composition of marketable securities accounts is far from 
conclusive. What there is, however, suggests that in the late ‘twenties a 
considerable proportion of marketable securities accounts consisted 
of stocks. In the early ’thirties, there was a switch from stocks to bonds 
and other forms of debt, a principal component being government se- 
curities.** On the basis of these bits of evidence, marketable securities 

*H. G. Guthman and H. E. Dougall, Corporate Financial Policy, 2nd ed. (New York, 
1948), p. 90. 


“F. A. Lutz, Corporate Cash Balances, 1914-1923, Nat. Bur. of Econ. Research (New 
York, 1945), pp. 56 ff. 79. W. A. Chudson, The Pattern of Corporate Financial Structure, 
Nat. Bur. of Econ. Research (New York, 1945), p. 34 n. 
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were considered monetary for post-1930 years and real for all preceding 
years. 

Investment in other corporations is a second account which gives 
an ordinary industrial corporation an investr:ent company cast. This 
account, which usually represents relatively permanent ownership in 
other corporations that are not consolidated with the examined 
corporation’s balance sheet, can be evaluated only by examining the 
monetary structure of the company invested in. In lieu of examining 
the balance sheets of these companies, these investments were regarded 
as ival, i.e., the companies represented by these accounts were con- 
sidered neutrals. These are companies whose monetary assets and 
monetary liabilities are equal. 

The second sample of 30 industrial cérporations’® yielded several 
interesting results. Perhaps the most interesting is the fact that 1942 
year-end balance sheets indicated that this sample was evenly divided 
between debtors, firms whose monetary liabilities exceed their monetary 
assets, and creditors, firms whose monetary assets exceeded their mone- 
tary liabilities. This suggests that economists in general and Keynes 
and Fisher in particular may have grossly underestimated the frequency 
of creditors in the business population. 

For this second sample, the shares of the 15 creditor corporations 
declined in real value by 13 per cent. On the other hand, the debtor 
shares increased in real value by 81 per cent. However before jumping 
to conclusions, one must ask: might this observed difference between 
debtor and creditor share price changes have occurred as a chance 
phenomenon and consequently failed to depict a characteristic of the 
sampled population? The answer is no; the Mann and Whitney test in- 
dicates that there exists less than a .0025 per cent chance that a random 
sample with the observed properties could be drawn from a population 
characterized by an absence of these properties.*’ Similar results were 

“From this sample were rejected: (a) holding and investment companies because of 
the costs of determining net creditor or debtor status from the balance sheets of the 
companies concerned, (b) corporations that issued convertible and participating preferred 
shares and warrants, thereby avoiding difficult problems of classification which might lead 
to large errors, (c) corporations that were not continuously listed between 1939 and 1948, 
(d) corporations whose balance sheets were not drawn up at the end of the year, (e) 
corporations that issued new securities to old shareholders below market prices during 
the time interval between the end of 1939 and the end of 1948, (f) public utilities and 
railroads, in order to avoid the problem of disentangling the effects of rate regulation 
from inflation. The rejection of corporations from this sample on account of the con- 
vertible and participating characteristics of their preferred shares tends to bias this sample 
in the direction of overstating the frequency of creditors in the population. On the other 
hand, the classification of preferred stock as debt constitutes a countervailing bias and 
the net effect of these two forces is not clear. 


“'H. B. Mann and D. P. Whitney, “On a Test of Whether One or Two Random Vari- 
ables is Stochastically Larger than the Other,” Annals Math. Stat., March 1947, XVIII, 
50-60. Also described in Wallis, op. cit. 
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obtained for this sample using stock prices from the end of 1939 to 
the end of 1948 and from the end of June 1942 to the end of June 
1948.** 

The confirmation of the predictive content of the real-value-change 
implication of the debtor-creditor hypothesis suggests that the relative 
stock-price change implication may also have some predictive validity. 
In order to test this latter implication, all 30 corporations were ranked 
in terms of indebtedness. The ratio of the difference between monetary 
assets and monetary liabilities to total assets, for the end of 1942, is 
used to measure this property. The 15 debtors, of course, occupied the 
first 15 ranks. The first rank was assigned to the most extreme debtor, 
the fifteenth to the least extreme debtor, the sixteenth to the least ex- 
treme creditor, and the thirtieth to the most extreme creditor. If the 
debtor-creditor hypothesis is valid, then there ought to exist a significant 
correlation between this ranking and the ranking based on the observed 
relative change in stock prices. This is the ranking obtained by order- 
ing the ratios of end-of-1948 to the end-of-1942 stock prices after ad- 
justing for stock splits and capital and stock dividends. This correla- 
tion proved to be significant at the .002 level. It also explained about 
22 per cent (correlation coefficient of .47) of the observed variation 
in stock prices.”* 

These results confirm the validity of the Keynes-Fisher theorizing 
about the significance of debtor-creditor relations for explaining in- 
flation-caused wealth redistribution. The predictive content of this in- 
terpretation of Keynes and’Fisher constitutes at least a partial verifica- 
tion of what has been long suspected by many economists but never 
demonstrated empirically, that debtor-creditor relations are crucial 
for understanding the mechanism by which inflation redistributes 


*For the period from the end of June 1942 to the end of June 1948, the significance 
level was less than .0025. For the period from the end of 1939 to the end of 1948, 
it was less than .012. In real terms, the stock prices of the creditors declined by 29 
per cent and the stock prices of the debtors rose by 8 per cent for the 1939 to 1948 
experiment. On the other hand, the stock prices of both groups increased in real terms 
between the end of June 1942 to the end of June 1948. The stock prices of the debtors 
increased by a factor of 2.52 and the creditors by 13 per cent. B 

”For the period from the end of June 1942 to the end of June 1948, the significance 
level was .0025 per cent, and 30 per cent of the observed variation was explained. For the 
period from the end of 1939 to the end of 1948, the significance level was .02, and 
the explained portion of the observed variation was 12 per cent. The Old’s rank correla- 
tion test, op. cit., was employed. 

Incidentally, the debt-to-equity analysis, this is the debtor-creditor hypothesis if one 
ignores the asset side of the balance sheet (see Chandler, op. cit.), was found to have no 
independent predictive content. Partial correlation analysis of the relative price change 
predictions of the debt-to-equity hypothesis, using Sample IJ, with the changes that 
occurred between the end of 1942 and 1948 respectively, revealed no correlation. Therefore 
if the debt-to-equity hypothesis has predictive power, this can be explained by its correla- 
tion with the more general debtor-creditor hypothesis. 


4. 


136 THE AMERICAN ECONOMIC REVIEW 


wealth. However the frequency of debtors and creditors in this particu- 
lar sampie suggests that an invalid empirical assumption—that busi- 
ness firms are debtors—led both Keynes and Fisher to excessively 
sweeping conclusions about the gains of business firms during inflation. 

Samples I and II were so selected that a number of biases were in- 
troduced that may have misrepresented the frequency of debtors and 
creditors in the population of large industrials and therefore the validity 
of the objection to the Keynes-Fisher assumption that business firms 
are debtors. Clearly the bank sample is a special case; and serious ob- 
jections can be raised against the exclusion of corporations that had 
convertible and participating preferred outstanding. Therefore a third 
sample was randomly selected from the population of the last 1000 
New York Stock Exchange industrials that appeared in the Wall Street 
Journal of November 4, 1951. Convertible bonds and convertible and 
participating preferred shares were classified as debt, and outstanding 
warrants were ignored, a procedure that would tend to overstate the 
frequency of debtors. Those balance sheets that were closest to the end 
of 1942 were employed for determining the monetary status of the 
sampled firms. 

This sample was composed of 17 debtors and 12 creditors. Stock 
price ratios were computed and ranked for the years between the close 
of 1942 and the close of 1945. These ranks were compared with the 
ranks reflecting predicted relative price changes..For this time interval, 
there existed a significant relationship between the two sets of ranks, 
and this relationship explained 40 per cent (correlation coefficient of 
.63) of the observed variation in stock prices.*” These resWilts, apart 
from confirming previous tests of the predictive content of the debtor- 
creditor hypothesis, provide a somewhat firmer basis for arguing that 
Keynes and Fisher underestimated the frequency of creditors in the 
business population. 


III. Industrial Share Price Changes During Deflation 


However, the second world war inflation may be a freak; one must 
avoid generalizing too broadly from tests based on predictions for one 
experience. The deflation that occurred ducing the great depression 
provides a second experience by which the predictive power of the 
debtor-creditor hypothesis can be evaluated. From the end of Decem- 
ber 1929 to the end of June 1933, the wholesale price index declined 
by about one-third. Therefore it should be possible if the debtor- 
creditor hypothesis is valid, to observe a complete reversal of previous 
results. Creditor stocks should rise and debtor stocks fall in real value. 


*® The Olds rank correlation test; the significance level was less than .00S. 
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Relative to one another, extreme creditors ought to have the most 
favorable experience followed by moderate creditors who are suc- 
ceeded by moderate debtors. Extreme debtors, on the other hand, ought 
to have the least favorable experience. 

In order to evaluate the predictive content of the debtor-creditor 
hypothesis for the deflation years, a fourth sample was collected by 
randomly sampling from the population of industrial firms that were 
listed on the New York Stock Exchange at the end of 1928 and that were 
still listed at the end of June 1933. This sample contained 12 creditors 
and 19 debtors.”* The prices of the creditor shares at the end of June 
1933 were 72 per cent of their end-of-1928 prices. However this nominal 
fall conceals the real situation; in real terms the prices of the creditor 
shares rose by 6 per cent. On the other hand, the corresponding real 
value of the debtor shares declined by 34 per cent. Again statistical tests 
suggest that there exist valid grounds for believing that the observed 
difference betwen debtors and creditors is characteristic of the popula- 
tion from which the sample was drawn.” To test the relative price 
change implications of the debtor-creditor hypothesis, the firms in this 
sample were assigned ranks that reflected their comparative indebted- 
ness. Indebtedness was measured, as for the first three samples, by 
the ratio of the difference between monetary assets and monetary 
liabilities to total acsets. These ranks provide a basis for predicting 
comparative price changes for this particular set of business firms. A 
second ranking, based on the ratio of stock prices at the end of June 
1933 to those at the end of 1928, represents the data to be predicted 
or explained. Therefore the observed correlation of one ranking with 
the other again confirms the validity of the debtor-creditor hypothesis.** 

The demonstrated predictive content of the debtor-creditor hypothe- 
sis for such strikingly different price level movements as the in- 
flation of the second world war and the deflation accompanying the 


* The causes for rejection were essentially the same as those that applied to Sample II. 
See footnote 16 on this point. For one firm in this sample, monetary assets equaled mone- 
tary liabilities. This led to the creation of a third classification of firms—neutrals. The 
debtor-creditor hypothesis implies that neutral firms will neither gain nor lose as a conse- 
quence of price level changes. Only end-of-1928 balance sheets were employed both to 
determine the frequency of debtors and creditors and their relative indebtedness. 

“Using the Mann and Whitney test, the significance level was 5.4 per cent. For the 
time interval ending with the end of 1932, the significance level was 2.2 per cent. For this 
latter time interval, both creditors and debtors lost. In real terms, the loss of the creditors 
was 46 per cent and the loss of the debtors was 72 per cent. 

“The Olds rank correlation test indicates a significance level of .03. Roughly 10 
per cent of the observed variation was explained. For the time period to the end of 


1932, the significance level was .005, and 21 per cent of the observed variation was 
explained. 
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great depression strongly supports the view that this hypothesis has a 
role to play as an analytical tool for explaining the wealth-redistributive 
consequences of price level changes. How extensive this role shall be 
remains to be determined by further examination of (a) the predic- 
tive power of this hypothesis for a wider range of phenomena and 
circumstances, for example, hyperinflations and smaller firms, and 
(b) the evaluation of the substantive content of alternative explana- 
tions of the same phenomenon such as the wage-lag hypothesis. 

These results suggest a rationale for the uniformities reported by 
empirical investigators of inflation: that banks seem uniformly to lose 
and that stock prices in general at best just keep pace with the price 
level. Banks lose because they are creditors. The movements of the 
stock price indexes examined by these investigators were composed of 
both debtor and creditor securities. Consolidating the monetary posi- 
tions of all the firms represented in these indexes, the stock price 
changes depicted by these indexes represent on balance either neutral 
or creditor shares. Therefore either these share prices just kept pace 
or fell behind the increases in the price level that occurred. If these in- 
vestigators had distinguished between debtors and creditors, then 
they would have found that some stocks more than keep pace with the 
price level. 

Taking all four samples in total (see the accompanying tabulation) 
provides a substantial bit of evidence on the frequency of debtors and 
creditors in the business population. This evidence reveals a sharp in- 
consistency between the Keynes-Fisher views on the indebtedness of 
business firms and what is apparently true of the world of observable 
phenomena. It may be that these data, which are for extremely large 
industrial and banking concerns, are not typical of small business 
firms. However, what evidence is available suggests that economists 
may have been generally laboring under a misapprehension when they 
assumed business firms are typically debtors. 


FREQUENCY OF Destors AND CREDITORS 


Balance 
Sample Sheet Date Debtors Creditors Neutrals 
I 1942 16 
II 1942 15 15 
Ill 1942 17 12 
IV 1928 29 12 1 


IV. Short-Run Forecasting 


Thus far, the predictive power of the debtor-creditor hypothesis has 
been evaluated only for relatively long time intervals. This section re- 
ports the results of a series of tests of its short-run (as short as one 
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year) predictive content for comparative stock price changes. The 
procedure followed for these tests is to correlate the ranking of net 
debtor or creditorship status, which was determined for Sample II and 
III with 1942 data and Sample IV with 1928 data, with the ranking 
of the ratios of ending to beginning stock prices for the time interval 
under consideration. 

For Sample IV, the depression sample, statistically significant pre- 
dictions were made for each of the four years. For Sample III, 
statistically significant predictions were made for the calendar years 
1940, 1942, 1943, 1944, 1946, and for the two-year time intervals, 
1943-44 and 1944-45. The hypothesis failed for the years 1941, 1945, 
and 1950. With Sample II, the relative stock price forecasts were 
evaluated for the time interval June 1941 to June 1942 and cumula- 
tively one, two, three, four, five and six years beyond. With the ex- 
ception of the first time interval, June 1941 to June 1942, all of 
these forecasts proved to have real predictive value. An attempt was 
made to forecast for the year 1950, when there was over a 10 per 
cent rise in the wholesale price index, with an entirely new sample. 
The firms in this fifth sample, composed of all 26 of the integrated 
oil companies listed on the New York Stock Exchange, were ranked 
as debtors using end-of-1950 balance sheet data. The forecast pro- 
duced by these ranks failed to be statistically significant.** 

These results demonstrate that the debtor-creditor hypothesis also 
has predictive value for the short run. Clearly the observed short-run 
predictive failures, which seem to be concentrated about the years 
1941, 1946, and 1950, argue that this hypothesis is a better long- than 
short-run predictor. However it may be possible that these failures 
are associated with causes that operate only when this country is 
either beginning or ending a war. If this is the case, and presumably 
this issue could be resolved by further investigation, then there may 
be some reason for believing that the debtor-creditor hypothesis is 
more useful for short-run predictions than one might suppose. 


V. The Wage-Lag Hypothesis 


The data reported in this paper, collected primarily to test the 
debtor-creditor hypothesis, have some relevance for an implication of 
the wage-lag hypothesis. The latter hypothesis rests on the proposition 
that inflation causes real wage rates to decline and this loss of the 


* This sample was composed of 19 debtors and 7 creditors. It was restricted to integrated 
oil companies in an attempt to hold relative price effects constant. For forecasts with 
Sample II that were successful, significance levels were less than 5 per cent. Similarly for 
Samples ITI and IV, significance levels were less than .06. 
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laboring class is the gain of capitalists. It implies that business firms 
ought generally to gain as a consequence of inflation and that labor- 
intensive firms ought to gain more than capital-intensive firms. Con- 
verse implications ought to hold for deflation. But the implication for 
which pertinent evidence has been collected, that business firms should 
gain because of inflation and lose as a consequence of deflation, is 
denied. The evidence against it is: (1) banks seem invariably to lose 
during inflation, and (2) creditors have gained during deflation and 
lost during inflation. Because the debtor-creditor and wage-lag hy- 
potheses have conflicting implications for changes in the real value 
of creditor shares during both inflation and deflation, evidence of 
such changes must inevitably deny one and confirm the other 
hypothesis. For both inflation and deflation, this evidence has denied 
the wage-lag hypothesis. 

The data collected that bears on the validity of the wage-lag 
hypothesis is obviously fragmentary and incomplete. It is only rele- 
vant for the absolute value change implication and is of almost no 
value for testing the implication that labor-intensive are more profit- 
able than capital-intensive firms during inflation.*° Moreover, the 
consequences of this modicum of evidence for general acceptance of 
the wage-lag hypothesis must be evaluated in the context of all perti- 
nent evidence. 

The evidence that has been considered pertinent consists of time 
series of wages and prices during inflation.** These data show that 
real wages declined during some inflations. However for the purposes 
of supporting the conclusion that inflation has redistributive effects 
from laborers to capitalists, such evidence has some serious short- 
comings that appear to be disquelifyiug To argue that a decline in 
real wage rates implies a redistributicn of income and or wealth from 
laborers to capitalists, one must show that both (a) the stock of 
capital did not decrease, and (b) ‘he supply of labor did not increase. 
Since either of these phenomena can cause a decline in real wage rates 
in the absence of inflation, and the time series that have been cited in 
support of the wage-lag hypothesis represent periods for which there 
exist good a priori reasons for suspecting that either the stock of 
capital declined or the supply of labor increased, it is difficult to 
accept the conclusion that such evidence implies necessarily a gain 
for the capitalist class. 

* One might not want to say unequivocally that it is of no value because evidence that 
denies one implication of a hypothesis also lowers the probability of an untested implica- 
tion being verified subsequently. 

* Hamilton makes the strongest claims for this evidence. He argues: “This lag has 
benefited capitalists as a class at the expense of laborers as a class and awarded gains that 


dwarf into insignificance the profits from inventory appreciation and from declines in the 
real value of debts.” Hamilton, “Prices as a Factor in Business Growth,” loc. cit., p. 327. 
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VI. Conclusions 


It is apparent that the debtor-creditor hypothesis has an important 
role to play as an analytical tool for explaining inflation-caused wealth 
redistribution.** Its success as a predictive instrument, despite the 
employment of crude measures of debtor and creditor status and 
rudimentary statistical techniques, suggests that possibly only the 
surface has been scratched of what may in fact be a very rich vein.** 
Both the relative price change and the absolute value change im- 
plications of the debtor-creditor hypothesis have been confirmed by 
what are in substance controlled experiments.*® These results suggest 
that individual monetary policy, i.c., individual policy as to holdings 
of monetary assets and monetary liabilities, is relatively stable during 
moderate inflations. This inference is confirmed by direct examination 
of the rankings of firms in terms of this particular property before and 
after inflation.” 


* The concept of neutrality, which stems from the debtor-creditor hypothesis, ought 
to be of considerable value for formulating individual investment programs that provide 
an effective hedge against inflation. Similarly the debtor-creditor hypothesis itself should 
be of value to investors with particular beliefs about the future course of prices who wish 
to capitalize on this knowledge. 

* Alchian has pointed out that an alternative criterion of intensity of debtor or creditor 
status is the difference between monetary assets and monetary liabilities taken as a ratio 
to total equity. Total equity is to be measured by market values. This criterion may yield 
better predictions because it eliminates the use of accounting valuations of real assets. 
This alternative and others are being explored in a larger-scale investigation, sponsored by 
the Merrill Foundation, of both the debtor-creditor and wage-lag hypotheses. It is expected 
that these results will be published. 


” One could argue against the contention that these results confirm the real value change 
implications. For the two episodes studied, apparently, looking at the evidence when the 
episode is over and the turning point has been past and looking at portions of these epi- 
sodes yield different answers. However it is surely more relevant to examine the complete 
episode than it is to examine portions of it for answering the question, Does this theory 
yield correct predictions of how debtors and creditors fare as a result of inflation and 
deflation? 


* For the first sample, debtor-creditor ranks at the beginning and the end of the 1942 
to 1948 time interval were positively correlated. The rank correlation coefficient is .55 and 
the significance level is less than .005. 
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VALUE THEORY FOR ECONOMISTS 
A Review Article 


By Frank H. KnIcGHT* 


This notice should begin with a confession: I do not know how to review 
these two books.' The issues raised cannot be fairly discussed, or the treat- 
ment fairly summarized; both works are hard to describe or classify. Mr. 
Lamont is a philosopher (University of Glasgow) but his book lies rather in 
the field of psychology, economic psychology. That of Professor Glansdorff 
(Free University of Brussels) is emphatically psychological, to begin with, 
rather on the physiological side. Neither work contains any reference to 
psychoanalysis. In professional psychology there are, of course, many schools 
of thought and method, and the tendency in other fields is for everyone to 
be his own psychologist—notably in economics. Moreover, value theory is 
disputed territory, between psychology and philosophy, the latter perhaps 
having the prior claim. 

First as to general coverage. The field of values traditionally includes the 
three main types or species, “truth, beauty and goodness,” a division which 
cannot be critically considered here. Lamont says nothing explicitly about 
truth or objectivity in general. He disposes of esthetics in three pages (14-18) 
in his introduction, with a few observations at other points. Glansdorff says 
summarily that truth is not a value (pp. 100 ff.), giving reasons which seem 
to me inadequate as well as vague. As suggested by his title, he devotes one 
of three main divisions of his work (a brief 38 pages, 117-155) to Value in 
Esthetics. The main content of both books is an overhauling of economic 
psychology or, with Glansdorff, more broadly, psychological causality in 
economics. Lamont’s view of morals will be noticed later; Glansdorff explic- 
itly omits consideration of this field, “in order to finish the present work”’ 
(Introduction, i.e., Avertissement, p. 14 admitting that “application” to 
morals is strongly called for, and promising this in a later work (in his final 
sentence). Lamont mentions (p. 296) an earlier book of his on Principles of 
Moral Judgment (which I have not read). At this point I may regretfully 
say that I cannot place either of these books on a list of “must’s” for Ameri- 
can economists. Where the fault lies must of course be judged by the reader, 


in the light of such reasons as I can give—which may excuse a rather lengthy 
review. 


* The author is Morton D. Hall, Distinguished Service Professor Emeritus of the Social 
Sciences and of Philosophy at the University of Chicago. 

‘WwW. D. Lamont, The Value Judgment. (New York, Thomas Nelson and Edinburgh, The 
University Press, 1955. Pp. xv, 335. 25/.) 
Maxime Glansdorfi, Théorie générale de la valeur, et ses applications en esthétique et 


en économie politique. (Brussels, Ed. du Parthenon S.P.R.L. [Institut de Sociologie Sol- 
vay], 1954. Pp. 324.) 
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Turning more specifically first to the Lamont book, a first comment may 
relate to the style, or literary manner. I find it overelaborate and oversubtle, 
repetitious, and given to triturating the obvious. (It reminds me of Bohm- 
Bawerk!) It is hard to “get” the author’s position, which I think is finally 
fallacious. But there are real insights, and a careful reading will force one 
to a close rethinking of the issues—perhaps the more because of the stylistic 
qualities noted. However, I doubt if even the philosophically minded theorist 
would find the labor of understanding it a good investment. In essence, the 
author’s purpose is to defend the thesis that “‘value” means economic value, 
a psychological phenomenon—in the traditional sense, which Glansdorff is 
chiefly concerned to attack. That is, Lamont rejects the objectivity of values, 
as generally understood. He gives no discussion of the meaning or test of ob- 
jectivity, and such a discussion would seem desirable. 

Also much in order, I think, would be a fuller treatment of esthetic value 
to bring out the author’s conception of the relations between liking and dis- 
liking, approval and disapproval, and the ‘‘conative attitude” which he in- 
sists is the main feature or ingredient of a value judgment, as he defines the 
latter. What is “fitting” seems next in importance to what is “true,” and 
either may be taken in a sense inclusive of the other and of moral value, 
which is a vital concern of the economist who takes his subject seriously. 
Morals can hardly be separated from “manners,” the “art” of being agree- 
able. Specifically, it is not explained (and I do not see) how a “‘conative atti- 
tude” plays any considerable role in the enjoyment of beauty, in nature or in 
art, or its critical appraisal. On this last activity nothing is said, nor on 
artistic creation. The brief treatment of the esthetic judgment is noteworthy 
for giving a clue to the main thesis of the book. We read (p. 16) that one 
line of poetry, or a paraphrase (one of three given for illustration) may be 
called “esthetically better” than another, but are at once told that to do so 
“is to use the term ‘better’ in a non-valuative sense.’”’ Thus value judgments 
are to be distinguished categorically from those of esthetics or of morals. The 
former arise only in situations in which a subject is forced to make a quanti- 
tative comparison and a choice, combining given alternatives in a proportion 
which maximizes utility. Value is specifically defined as a degree of good- 
ness, which may also be attributed abstractly, nonquantitatively; but the 
occasion for this or its significance is not made clear. 

The argument is developed in two “parts” of the book, following the in- 
troduction, ““The Problem of the Value Judgment.” This is a summary, but 
will hardly be understood apart from the rest of the book. Part I is entitled 
“Valuation,” but more descriptive would be the title of the first chapter, 
“Valuation and Economic Theory.” This part, though nearly two-thirds of 
the main text, is subordinate, for value theory, to Part II—“The Attribution 
of Goodness”-—to which its last chapter (“The Ultimate Ground of Valua- 
tion”) more logically belongs. The arrangement may also be questioned in 
that the final chapter of the book, on “Value Judgment, Moral Judgment, 
and Freedom,” could well have been a third “part”—particularly since the 
last chapter of Part II ends with a “Summary” in 14 numbered paragraphs. 

Part If would most directly interest economic theorists if it made a sig- 


| 
a 


144 THE AMERICAN ECONOMIC REVIEW 

4 
nificant contribution to the topics of the chapters, but (in my judgment) it 
does not. It gives a “rehash” of utility and cost theory, showing little fa- 
miliarity with the expository and controversial literature in economics. At 
points it is “sound” and thought-provoking; but it ‘‘muddles” many basic 
economic concepts and principles. Thus, on “diminishing returns” total re- 
turn is confused with marginal (p. 85); composite supply is defined as sub- 
stitutability (p. 134) and joint supply is restricted to rigidly fixed propor- 
tions in production (p. 142). The main emphasis is on a notion of “common 
demand,” i.e., a plurality of such demands, each a class of uses or kind of 
utility, such as the food use. These the author then has the labor of inter- 
relating and unifying, which I think is “made work.” Abstract utility, or 
want-satisfaction seems to be the only useful concept. Obiter dictum by the 
reviewer: “utility” should be defined as a common variable quality logically 
required in comparisons, but the less said about its nature, by economists, 
the better; at a later point our author equates utility with “desiredness” 
(p. 292) which is doubtless the best term, but awkward. Lamont comes out 
for the “cardinal’’ quantitativeness of utility, without use of the word or its 
counterpart. (This, I think is correct, but perhaps not very important; he 
says ‘““measurability,” as do economists generally; but psychological variables 
are not in any accurate sense-measured.) There is some hair-splitting over 
opportunity cost and marginal units of “equilibrium” versus those of utility, 
which seems to me pointless. All this should, I suggest, be passed over by the 
economist reader, or “‘skimmed,”’ with suppression of irritation. 

Part II develops the author’s main thesis as regards value theory. That is 
the radical distinction between the “attribution of goodness” or valuing, in 
his definition of the terms, and asserting beauty or goodness which I am 
sure is the usual meaning (and I think is the “correct” one). The issue may 
be characterized as one of “semantics,” which does not mean that it is not 
important. (My own “solution” will be indicated later.) In the treatment 
we learn first that ‘The attribution of goodness or badness is the expression 
of approval or disapproval” (p. 210, proposition X; the use of such numbered 
propositions, twenty-two in all, printed in italics, seems to me to smack of 
ostentation, but they sometimes help a reader to “pin down” the author’s 
views.) Next, “Approval is a conative, not a cognitive or an affective, atti- 
tude” (p. 213, Proposition XI). Then, “Approval is a conative disposition to 
create or maintain a state of affairs” (p. 244, Proposition XII). Query on 
this (referring back to what was said earlier about appreciation of beauty) : 
Is it?! Is it even a disposition to maintain a state of mind? More realistically, 
“conative” would seem to be a disposition to act in a way to change, or pro- 
duce, one or the other. It is repeatedly asserted that every attitude or mental 
state has all three “aspects’—see Proposition XI above—and finally: “ap- 
proval is not the conative aspect of a total mental state but the total mental 
state with the emphasis on the conative aspect” (p. 252). Comment: it 
seems to me that the terms “attitude,” and “aspect” as applied to an attitude 
are given a heavy load to carry, and might be made more clear and precise 
than the author does. And query: What is the verb for one’s attitude or action 


7 
> 
ite 
} 
i 


KNIGHT: VALUE THEORY FOR ECONOMISTS 145 


toward an attitude, or an aspect of one? Does one “take” it, “feel” it, or 
just “have” or “experience” it? Or what? 

This will suffice to indicate Lamont’s position and to illustrate his dialec- 
tical subtlety. The outstanding—and to me striking—conclusion is that beauty 
and morality are not good, or values. I can only say that this use of words 
does not agree with what they mean to me, after a lifetime of using the Eng- 
lish language, most of that time in a “professionai” way. Similarly for “ap- 
prove” and “disapprove”; we all use words loosely at times, but I think that 
only figuratively or jestingly does one say that he disapproves of things which 
threaten, or tend to excite fear (p. 221)—a violent storm for example. Nor 
do I, for one, “disapprove” of the temperature of a room when it is too high 
or too low for my comfort (p. 253); I might disapprove of the behavior of 
the janitor or whoever is responsible for the condition—or I might not, de- 
pending on the “reasons.” Does one disapprove of honest error? And when 
I do approve or disapprove, I think it is a feeling, which may or may not be 
associated, more or less, with a “conative aspect” or disposition. All this is 
connected with the question of the objectivity of various kinds of judgments 
or propositions, which I have mentioned before and will briefly return to 
later. 

I come to Lamont’s final chapter—more logically a third “part.” His 
treatment of the moral judgment is particularly disappointing, because he 
adopts the correct starting point (as I think)—the relation between morals 
and the law; but with his concrete procedure I cannot agree at all. Under 
the heading “Law in Action” (p. 297) he considers law in the most sophisti- 
cated modern form, and gives a distorted picture of the contrast between 
law and justice, treating the former as subsidiary and purely instrumental to 
the latter. This ignores history, in which law and justice were for ages identi- 
cal (as shown by the words “justice” and “right”), and became differentiated 
only in very advanced civilization. It ignores also the fact that law, as “order,” 
is even now as much an end as a means, and indeed is ‘“‘necessary,”’ whereas 
justice (in a nonlegal sense) is a vague ideal and comparatively a “luxury.” 
Still further, justice is a matter for the legislature—again a modern innova- 
tion—rather than the courts, which receive the emphasis here. 

Postponing for the moment this evolutionary-historical approach, I must 
mention the author’s conception of the ideal. It is that of Kantian idealism 
(pp. 308 ff.), the treatment of persons as ends and not-as means. The final 
principle is to “(provide for the autonomy of all persons . . .” and the “ulti- 
mate ground . . . the capacity of every rational being to legislate impartially 
for a community of persons” (p. 309). This will pass metaphysically, or 
“ultimately,” but it tells us little about the law as a functioning reality, even 
in our own liberal-individualistic society—which is a revolutionary product 
of the Enlightenment in Western Europe. It ignores the main practical prob- 
lem by uncritically assuming that a society is made up of autonomous (or 
potentially autonomous) persons. (I shall return to this.) The author’s own 
interest centers in the distinction between judging morally and “the power 
to evaluate ends under the influence of the principle of economy” (pp. 209- 
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10). The two things are said to be “incommensurable,” but the “hedging” 
on this leaves the position uncertain (pp. 312, also 213). It is clearly ad- 
mitted that “values” and moral good conflict and have to be compared and 
a balance struck; but they belong to a branch of ethical theory different from 
that of economy and values (p. 314). 

Of especial interest and importance is the treatment of freedom—in a 
sort of addendum to the chapter, concluding the book. Here the autonomy 
of persons is forgotten. Freedom is harmonized with causality by a meta- 
physical equivocation (as I see it) opposing the postulate of the value judg- 
ment with that of its theory, which presuppose respectively freedom and 
causality. The two are not in conflict, because they arise in different con- 
texts, or universes of discourse. Candor would call rather for admitting that 
the author has no “solution” for this mystery. I am sure there is none; but 
it might be pointed out that belief in rigorous causality was a logical or 
metaphysical prejudice in the first place (we could never know it if it were 
true) and has been made scientifically untenable by modern physics. 

With respect to Glansdorff’s book it is even harder to decide what to say. 
It also raises deep philosophical problems, though of a different sort; it 
should impel a reader to reflection on what is meant by a theory of value, 
what questions are to be considered and what sort of answers can reasonably 
be expected. My treatment must be rather impressionistic, and not too sympa- 
thetic. The difficulty of a careful and documented review is increased by the 
absence of any index; there is only a “Table” of slightly over two loosely 
printed pages. To begin with, in contrast with the other book, it is clearly 
and interestingly written, except that the repetition of phrases stating its 
main contention finally grows tiresome. After an introduction, already men- 
tioned, the work consists of three chapters, divided into sections, with titles, 
and these mostly into subheads. Chapter 1 presents the “general theory,” 
and Chapter 2 the “application” to esthetics (“Valeur en esthétique’”’). Chap- 
ter 3, “Valeur en économie politique,’ which fills well over half the text, is 
divided into two “Titles”: Title First, ‘“Généralités sur la valeur pratique”; 
Title Second has the heading of the chapter. This has four sections: I, 
“Historique” ; II, “Critique”; III, “Les éléments statique de la valeur en 
économie politique,” and IV, “Le réle dynamique de la valeur en économie 
politique.” 

To this reader the discussion becomes progressively less appealing, es- 
pecially in the part on economics. It is a polemic against classical or theoreti- 
cal economics. In contrast with Newton, the classic of physics, Smith, Say, 
Ricardo, Mill, etc., are “archaics, not classics: classical political economy is 
still to come; they are too doctrinaire” (p. 212). Thus we hear the familiar 
“song” of our own “‘institutionalists” (they may like it better—they are 
mentioned approvingly), whose stock in trade is scolding those who try to 
find and apply general economic principles, as far as they are applicable, 
especially to problems of policy, for not considering everything, and all at 
once, that has any bearing on economic phenomena. Perhaps the limitations 
of the more abstract principles of economic behavior and of markets are not 
always recognized as explicitly as they should be. But the theory is not more 


at 
t 
> 
* 
i 
* 
fi 


KNIGHT: VALUE THEORY FOR ECONOMISTS 147 


“unrealistic” than that of physical mechanics, the model science. And the 
alternative is to reduce or abolish the division of labor between the social 
disciplines; in fact it would be logically necessary to include physical science 
and biology, as well as “psychology,” or the numerous psychologies. In gen- 
eral, it is fault-finding to point out exceptions and details not directly covered 
by the more general principles—and, as in this book, to offer little that is 
definite or constructive in their place. Abstract as they are, these principles 
are definitive for most of what can be dealt with in legislation and adminis- 
tration, or would be so if used intelligently; and they suggest the concrete 
data to be supplied by empirical study to make them specifically applicable. 
The case is closely parallel to that of physics and engineering.* 

Turning back to the first two chapters, these, as I have said, read along 
not uninterestingly; but the general theory raises the questions I have sug- 
gested. Disagreement at particular points is a matter not too serious. I do 
disagree with the author’s “determinism” (pp. 93 ff.). His harmonizing of 
this with freedom is even more sketchy, not to say evasive, than that of 
Lamont. And I am sure that truth is a value (pp. 100 ff.) in the essential 
respect that truth judgments also—specifically the facts and principles of 
natural science—rest on critical appraisal, in this case of “evidence.’’ The 
central idea of Glansdorff’s general theory is (I repeat) psychological. Our 
consciousness has the two aspects or characteristics, representation (cogni- 
tion) and feeling. Organic dispositions develop “tendencies” to act, on which 
constantly impinge “incidents” which either further or obstruct a given 
tendency. That is the source and nature of value. My question is less whether 
it is “true” than whether it is explanatory. It seems to explain everything, 
and much too easily. Its usability for prediction is occasionally asserted, but 
not illustrated, unless perhaps after the fact. I must say it seems to me to 
say little more than that events have antecedents and that causes are fol- 
lowed by effects, specifically in human conduct and social-economic phe- 
nomena. This is notably the case when the author recognizes “incidents” that 
occur in the imagination—“projects, suggestions, beliefs, psychoses’ (p. 
288). He assures us that illogical and unreasonable conduct also has its laws 
and is subject to scientific treatment (p. 285, quoting from P. L. Reynaud). 
True, no doubt, in some degree, but more than general assertion seems de- 
sirable. Reiteration of the expression, “le couple moteur, tendences-incidentes,”’ 
or equivalents, with the assurance that it gets behind the mere pattern of 
facts to the ultimate and constant springs of motivation, tends to “pall,” 
on this reader at least. 

I can only touch on the brief discussion of esthetic value. In this section 
relatively little is said about the treatment being an “application” of the gen- 
eral theory. As already stated, 1 have found it interesting; but I am not 
competent to judge it in terms of viewpoints and theories of authorities in 
esthetic criticism. (Possibly it is, in part, interesting to me for that reason! ) 

The long final section, on economic dynamics, should be the important 

*I have gone into these matters in detail too many times, in published work, to care 


to do so again here, even if space allowed. Perhaps I may mention a brief recent discussion, 
Quart. Jour. Econ., Nov. 1953, LXVII, 605-9. See also H. S. Ellis, ibid., pp. 609-13. 
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part of the book for economists. But there is no systematic analysis, rather 
a series of observations on the causes of change, appiying the author’s gen- 
eral theory to explain trends, cycles, turning-points—and a running com- 
ment on passages from a score or more of other authors. The pages are 
sprinkled with condemnations of “mechanical” views: “the reason for such 
facts is always, one must insist, in the diverse reactions of the human 
psychism [sic]” (p. 293). But this is always reduced to the working of some 
incident on some tendency. On the same page (293) this relation is assimi- 
lated to the Newtonian laws of motion—but it is added that the analogy has 
been subject to abusive use by other economists. If space allowed, some of 
the author’s concrete economic ideas would invite comment. For example, 
his conception of monopoly as present whenever there is any inequality, in 
law or in fact. This in turn is always based on a “rent,” itself defined as any 
durable advantage (p. 239 ff.), including any superior “force of character, 
intelligence, or knowledge” (p. 315). An item which seems noteworthy is 
that both diminishing utility and increasing cost are attacked by denying 
the facts. Against the former it is held that it applies only to our physio- 
logical needs, that the “desires’’ for gain, security, domination, comfort, are 
insatiable (p. 223). On the other side, the limitation of resources is now 
“less verifiable than formerly” in consequence of technological advance (p. 
237). Ideas expressed on the supply and demand of and for money also 
seem odd to me. But this review is already over-long. And it has perhaps 
unduly stressed disagreements, as a reviewer is tempted to do. It will be 
understood, as indicated earlier, these reflect differences of opinion, nothing 
more; they in no sense express authoritative judgments. 

In conclusion I should like to indicate briefly some of what seem to me the 
fundamentals of any worth-while treatment of value theory, and which I find 
“conspicuous by their absence” in both the books considered. The first of 
these is to recognize the ambiguity of the words “value” and “good.” They 
refer to either of two utterly different things, to personal desire or taste, 
liking or disliking, etc., or to judgments of value as in some sense objective, 
affected by imperativeness—expressions of approval and disapproval. The 
objects are said to be right or wrong, beautiful or ugly, in good or bad taste, 
in contrast with “mere” taste, and the statements are impersonally true or 
false. One must distinguish these meanings by qualifiers or special terms. In 
established usage, I am sure, value and good suggest the objective meaning, 
rather than the psychological-factual one to which Lamont specializes them. 
Of course both sorts of proposition must be contrasted with statements of 
empirical fact. Lamont is highly equivocal in dealing with the matter of 
objectivity in relation to both “value” in his definition and the moral quality. 
Even statements about the former are “to some extent necessarily subject to 
the criterion of truth and falsity” (p. 251, Proposition XV, and elsewhere). 
This is even clearer in his treatment of moral judgments, but the nature of 
the objectivity is not discussed. Surely, “I want” (or “like”) states a fact 
about me, only, while “it is good’ says something about some outside reality; 
further I cannot go here. 
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Secondly, and more important, I contend that any attempt to analyze our 
value consciousness and communication must be rooted in the facts of history 
and evolution. Ignorant as we are about the sequence of our development, 
some things beyond dispute are indispensably illuminative of human nature. 
Men, or their ancestors, certainly “behaved” for ages before they had feeling, 
thought or will in that connection. (Incidentally, I say the will is much more 
than a “conative attitude,’ while Lamont recognizes only the latter.) 
Moreover, unconscious behavior was in accord with law (we say it “obeys” 
law). That is true of atoms and planets, of everything real or thinkable. The 
coming of conscious life brought further laws. At some point, our species 
acquired ‘‘culture,”” and came under a new set of laws, those of history, of 
which they still kad little or no awareness. Speech is the type of cultural 
phenomenon, with its laws of persistence and change. Such historical laws 
are properly called “natural”; like those of physical science and subhuman 
biology, they are neither made nor formally enforced. We are oblivious of the 
laws of grammar until civilized education painfully makes us aware of them. 
(The first made laws were doubtless those of games; but that important and 
neglected subject can only be mentioned here.) Social usages gradually came 
to be felt as compulsory, i.e., they became mores, the matrix out of which 
(jural) law and morals differentiated. Since man is by nature a law-breaking 
animal (antisocial as well as social) machinery for enforcement was “neces- 
sary” and “evolution” produced it; political and religious ideas and organiza- 
tion arose. Thus jural and moral law became separated in part. But for 
further ages even jural law was not “made” to any extent; enforcing agents 
must interpret and apply, and an element of legislation creeps in, but in 
general law remained immutable and sacred. 

As was suggested earlier, it was the democratic idea which brought, with 
freedom, the right to change the laws. Finally, man was full-fledged, the 
maker of his laws, and the idealism of Lamont becomes applicable—more or 
less. As noted before, he passes over the major practical problem, which is the 
division of responsibility between the state (and/or an authoritarian church) 
and the family (and other free institutions) in the making of “persons” out of 
the raw material which comes into the world by the birth of biologically 
human infants. Lamont also ignores another basic problem, that of determin- 
ing or “molding” the society of the future and its “culture.” In this latter 
field lie the crucial value problems of our society and civilization, primarily 
those of social relations and institutions. Science and art are essential parts 
of culture, but create less serious problems: the first because it has effective 
noncoercive techniques for procuring agreement, the second because it is not 
usually necessary for men to be in close or general agreement. (This is the 
reason it does not “arouse the same passions” as personal liberty, etc.—see 
Lamont, p. 307.) This building the civilization of the future, to be done 
intelligently, requires reasonable agreement on the meaning of progress. It 
includes all other problems, in a society dedicated to progress, freedom and 
truth. The crucial matter is whether the young are to be taught that truth 
and right are to be progressively discovered by free and open inquiry and 
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discussion, or are to be indoctrinated with some dogma of immutable stand- 
ards, and devotion to some arbitrary authority interpreting them, without 
which such absolute laws are meaningless. 

Thus has arisen another fatal ambiguity in our terminology. Justice and 
right, which formerly meant simply legality, now refer also to ideals of what 
the law “ought” to be. Apart from the need for new words, a free society 
must, by agreement, define and constantly redefine this new content. That 
means to define progress, to appraise civilizations. At the present juncture in 
our history, this is the supreme and inclusive value problem. 
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General Equilibrium Analysis of Excise Taxes: Comment* 


In a recent paper, Paul Wells has presented an attempt at a general-equilib- 
rium analysis of excise tax incidence, for a two-person two-factor two-com- 
modity world, employing an ingenious geometrical technique similar in some 
respects to those commonly employed in international trade theory.t Such 
attempts to broaden the theoretical approach to tax incidence are of course 
to be welcomed, and Wells has opened a promising new line of attack: but 
unfortunately, in constructing his geometrical model Wells has incorporated a 
fundamental confusion between income and output which invalidates his 
analysis, or at least makes it depend for its validity on a peculiarly unrealistic 
assumption about the way in which income is distributed in his model econ- 
omy. Revision of the model in the direction of orthodoxy is, however, rela- 
tively simple: it does not alter the qualitative conclusions reached as to the 
factors which govern the distribution of the burdens and benefits from excise 
taxes between individuals, though it does lead to the conclusion that the 
conditions under which an individual’s benefit from an excise tax can out- 
weigh its burden on him are more restrictive than Wells’ analysis implies. 

The fundamental confusion referred to is embodied in Wells’ notion of a 
“division-of-output function” (KL in Figure 1, p. 347), which “states the 
ratio in which output is divided between A and B for all possible output 
combinations” (p. 346) in the community transformation curve. This cannot 
be correct. What the function must show is the division of income, or com- 
mand over output, when factors are rewarded at their marginal productivities 
for the levels of production of the two goods shown by the corresponding 
point on the transformation curve. Alternately, and as Wells uses it in his 
subsequent analysis, the function shows the amounts of the two commodities 
each individual would receive if each were given a share in the total output of 
each commodity equal to the share he receives of aggregate income. 

In his analysis of market equilibrium in the absence and presence of excise 
taxes, Wells takes the point on the division-of-output function corresponding 
to the production point on the transformation curve as representing the initial 
stocks of output held by the two individuals in the economy, and proceeds to 
show how they would modify these stocks through exchange in the market 
along familiar contract-box lines. This procedure implicitly assumes that factor 
owners are remunerated in pro rata shares of aggregate physical output; and 
it gives the model several peculiar features, one of which is that exchange 
takes place, and taxable capacity exists, only to the extent that individuals 


* This note was written at Stanford University during the summer quarter, 1955; the 
author is grateful to Stanford colleagues for helpful discussion and comments. 

* Paul Wells, “A General Equilibrium Analysis of Excise Taxes,” Am. Econ. Rev., Jure 
1955, XLV, 345-59. All page references in what follows are to this article. 


he 

Ag 


152 THE AMERICAN ECONOMIC REVIEW 


wish to consume commodities in different proportions from the community 
average at the same price ratio.” 

Obviously, the relevance of the model depends on the appropriateness of 
the assumption that factor owners are rewarded by the transfer to them of 
pro rata shares of physical output. This assumption seems highly unrealistic 
for the type of market economy with which Wells is concerned, in which 
production and exchange are separated;* it would be more reasonable to 
assume that factor owners are remunerated in generalized purchasing power, 
which they are free to spend as they like on commodities purchased from the 
production sector, and that excise taxes are levied on all such purchases of 
the taxed good. 

In terms of Wells’ geometrical construction, the division of income between 
the two individuals would be represented, not by a point on the division-of- 
output function, but by a line through that point having the same slope as 
the marginal rate of transformation, which would indicate the combinations 
of goods the individuals could purchase (at factor cost) with their incomes 
from factor ownership. Equilibrium in the absence of taxes would be deter- 
mined, as in Wells’ construction, by the tangency of indifference curves of 
the two individuals with this line at the same point on it. But the introduction 
of a tax on a particular commodity would be represented, not by a different 
line from the division-of-output point, but by two lines, one for each individ- 
ual, starting from the intercepts of the income-division-line with the two sides 
of the contract box representing the untaxed commodity; and equilibrium 
individual consumption with excise taxation would be represented by tangen- 
cies of individual indifference curves with these lines. 

The construction is illustrated in Figure 1, which represents a position of 
general equilibrium with excise taxation on clothing. In the diagram, PP’ is 
the social transformation curve between food and clothing, and P; is the 


?In Wells’ example, the farmer is assumed to want relatively more clothing and rela- 
tively less food than the worker; clearly the reverse might be true, making the farmer a 
seller of clothing and buyer of food (on the argument of the model) and requiring a 
modification of the analysis. Further, the introduction of a tax might lead to the elimina- 
tion of exchange or a reversal of trading roles, possibilities not considered by Wells. 
Another peculiar feature of the model, emerging from the assumptions mentioned above, 
is that the Paretian optimum conditions are violated for one individual only (p. 353; 
Wells actually says “for at least one individual” but his analysis provides no basis for the 
insertion of the phrase “at least”). 

*The assumption might be made that factors are remunerated in kind and allocated to 
industries so that the proportions of A-owned to B-owned factors are the same in both 
industries—an allocation which could be justified by chance considerations. This would 
ensure each owner a pro rata share of physical output to hold or exchange; but the intro- 
duction of a tax would then give factor owners the incentive to evade taxes by re- 
allocating factors to industries in accord with their demands for final output. A possible 
alternative assumption, that the productive sector has two parts, one of which uses A’s 
factors and turns over their output to him, and the other of which uses B’s factors and 
surrenders its output to him, would not lead to pro rata shares in physical output, since 
the two sectors would have different comparative advantages and be lec to specialize 
partially or completely in food and clothing respectively. This assumption would also give 
rise to tax evasion through the productive sector, since taxation would give an incentive 
to factor owners to charge different prices for the same factor to the different productive 
sectors. 
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equilibrium social production point. D is Wells’ division-of-output point, and 
MM’ (with slope equal to the marginal rate of transformation at P,) is the 
income-division line. With social production P;, individual A receives an 
income equal in value, measured at factor cost, to any combination of goods 
along MM’ (referred to the origin O). With this income he could purchase 
OM of food, the untaxed good; but his purchases of clothing are subject to 
the excise tax, and so the consumption possibilities open to him are repre- 
sented by the consumption-possibility line MN rather than by MM’, the 
difference in slope between the two lines corresponding to the difference 
between the market price and factor cost of clothing as determined by the 
rate of the tax. His equilibrium consumption combination, shown by the 
consumption point P,, is determined bv the tangency of one of his indiffer- 
ence curves (/,) with his consumption-possibility line MN. Similarly, B’s 
income is shown by MM’ (referred to the origin P;) but his consumption 
possibilities are shown by the consumption possibility line M’N’ and his 
equilibrium consumption point P, is determined by the tangency of one of 
his indifference curves (J,) with his consumption-possibility line. The gap 
between the two individuals’ consumption points, representing P,Q of food 
and QP, of clothing, corresponds to the amounts of the two goods consumed 
by the taxing authority.* The tax has two apparent effects on welfare: besides 
the extraction of the tax proceeds from personal consumption, it violates the 
Paretian optimum condition of equality between the marginal rates of trans- 
formation in production and substitution in consumption.* 

A third possible effect of the tax is a shift in the distribution of income 
brought about by a shift of demand and production from one good to the 
other. This shift, and the resulting “benefit” to one of the factor owners, 
may go either way, depending on whether or not the reduction in consumer 
demand resulting from the imposition of the tax is or is not offset by the 
increased governmental demand for the taxed commodity.* The point may 
be illustrated by reference to Figure 1. If the tax on clothing were removed, 
consumers’ demands for goods would be shown by tangency of their indiffer- 
ence curves with the income-division line. If the tangency point for A lay to 
the left of that for B, there would be an excess demand for food at current 
prices, and food prices and production would have to increase to restore 
equilibrium; this would imply an increase in the relative income share of 
individual A, who is assumed to own relatively more of the factor (land) 


‘The construction can easily be extended to deal with the case of excise taxes levied on 
both goods, or of any kind of income tax. It should perhaps be emphasized that the 
application of this technique to tax problems requires the assumption that factor supplies 
are completely inelastic. 

*In contrast to the situation in Wells’ model, Paretian optimum conditions remain 
fulfilled as between the two consumers. 

*It is not clear whether Wells recognizes the possibility that production may actually 
shift toward the taxed commodity; his geometrical analysis indicates an unambiguous shift 
of production towards the untaxed commodity, due to his assumption that taxes are spent 
only on the untaxed good, but his verbal argument (p. 356) allows the possibility of a 
different expenditure of tax proceeds and explicitly mentions the possibility of no produc- 
tion change, while he emphasizes that his investigation of government demand is in- 
complete. 
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used relatively more in food production. Conversely, if the tangency point for 
A lay to the right of that for B, there would be an excess demand for clothing 
which would have to be remedied by a production shift towards clothing and 
a corresponding increase in B’s income share. More concretely, it can be 
shown that the imposition of a tax will require a production shift away from 
or towards the taxed commodity, according to whether the elasticity of con- 
sumer demand for that commodity is greater or less than the proportion of 
tax proceeds spent by the government on that commodity (government ex- 
penditure being valued at factor cost.)’ On the assumption that normally 
demand elasticities exceed unity and that the untaxed good is not “inferior” 
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in government consumption, the tax must however produce a production shift 
towards the untaxed commodity. The same conclusion would follow from the 
assumption that the government’s preference for the taxed good is no stronger 
than that of the taxpayers.® 


‘For low tax rates, the reduction in quantity demanded by consumers is e.t.g, where 
e is the elasticity of demand, ¢ the tax rate (as a proportion of factor cost) and q the 
quantity initially purchased; tax proceeds are approximately t.q.p, where p is the untaxed 
price, equal to factor cost; and the change in quantity demanded is (cp-e)tq, where c 
is the physical quantity of the taxed good purchased by the government when its tax 
income increases by one unit, and cp is the money value of this quantity, or the propor- 
tion of an increment of tax proceeds which is spent on the taxed good, value aud expendi- 
ture being measured at factor cost. The quantity demanded increases or decreases accord- 
ing to whether cp is greater or less than e; the economic meaning of this is stated in the 
text. A more accurate formula for the proceeds of the tax, which takes account of the 
consequential change in consumption, is (1- et) tpq. 

The term cp may be interpreted as a governmental marginal propensity to spend on 
the taxed good. Since the consumer demand elasticity contains both a marginal propensity 
to spend and a positive substitution term, it follows that a necessary condition for demand 
for the taxed commodity to increase is that the government have a stronger preference 
for (higher marginal propensity to spend on) the taxed good than does the tax-paying 
community. 

*The problem dealt with in this paragraph, and the analysis of it, exactly parallel a 
familiar problem in international trade theory, namely the conditions under which the 
imposition of a tariff turns a country’s terms of trade against it. 
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Under the “normal” conditions defined in the preceding paragraph, the 
individual who owns relatively more of the factor relatively more required in 
the production of the untaxed good will derive an income “benefit” from the 
tax, in the form of an increase in his relative income share. The possibility 
arises that this benefit may outweigh the burden of the tax on the individual, 
leaving him better off than he would be in the absence of taxation. One way 
of expressing this proposition is to state that the increase in income may more 
than offset the increase in the price he pays for the taxed commodity. But 
this statement is misleading: it can be shown that, for a certain range of 
production shift, the benefit can only outweigh the burden if the effect of the 
tax is to reduce the market price of the taxed good (including the tax) below 
what it would be in the absence of the tax. 

To pursue the analysis of this problem, it is necessary to investigate the 
behavior of the income-division line as production shifts towards food and 
away from clothing. This can be done rather simply, by drawing on the 
factor-price-equalization literature, and specifically on the proposition that in 
a two-country two-factor two-commodity free-trade world, with linear homo- 
geneous production functions the same for each commodity in the two coun- 
tries and characterized by the property that a commodity which makes rela- 
tively intensive use of a factor at one factor-price ratio does so at all factor- 
price ratios, absolute factor prices will be equalized as long as both countries 
continue to produce both commodities, even though factors are immobile 
between countries.° Reversing the argument for the present problem, the 
income obtained by a factor owner, and his share in total income, under 
different patterns of aggregate production can be determined from the trans- 
formation curve for the factors he himself owns, because his income would be 
no different if his factors could be combined only with each other, and their 
products sold, than if the factors themselves were sold freely and combined 
with factors owned by the other member of the community. The equivalence 
holds strictly only for patterns of aggregate production and commodity 
prices making it profitable to employ this set of factors in producing both 
goods; but the principle can be extended to take care of cases falling outside 
this restriction. 

The procedure is illustrated in Figure 2, where PP’ represents, as before, 
the social transformation curve, and AA’ is the transformation curve for A’s 
factors only. For the aggregate production point P;, A’s income would be the 
same as if his factors were employed in producing at the production point Q, 
(the point at which A’s marginal rate of transformation between products 
would be the same as B’s and the community’s); the income-division line 
would be MM’ and Wells’ division-of-output point would be at D. 

For shifts of aggregate production towards food, up to the point at which 
the marginal social rate of transformation became equal to the slope of AA’ 
at A, the income-division line would rotate around AA’, and its intercept with 
the Y-axis would move towards the point A. From this it follows that individ- 


*See P. A. Samuelson, “International Trade and the Equalisation of Factor Prices,” 
Econ. Jour., June 1948, LVIII, 163-84 and “International Factor Price Equalisation Once 
Again,” ibid., June 1949, LIX, 181-92; also I. F. Pearce, “The Factor Price Equalisation 
Myth,” Rev. Econ. Stud., 1951-52, XIX(2), 111-23. 
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ual A could only be made better off by a tax-induced shift of production 
towards food if the shift, and the accompanying reduction in the relative 
marginal cost of clothing production, went far enough to make the new tax- 
inclusive price of clothing lower than the old tax-free price. For suppose the 
tax shifts production so that the income-division line intercepts the Y-axis at 
R instead of M; A’s consumption possibilities will now be shown by a con- 
sumption-possibility line through R, reflecting market prices including the 
tax, and it would only be possible for A to reach a higher indifference curve 
along this line than he did along the old income-division line if the new line 
intersected the old—which would require that the new market price of cloth- 
ing, including the tax, be lower than the former tax-free price.'° 

The point A corresponds to complete specialization of A’s resources on 
food production; alternatively, it is defined by the condition that factor prices 
are such that maximum-profit food production employs factors in the same 
ratio as A happens to own them. With a further shift of production towards 
food, the consequential variation in relative factor prices would make it 
profitable to hire additional labor from B to cooperate with A’s land in pro- 
ducing food. This could be represented by a continuation of the AA’ curve 
to the left of the Y-axis (AA’’ in Figure 2), the cost of the hired labor appear- 
ing as negative clothing production by A. The income-division line would be 
determined by a tangency as before, and A’s net income measured in food 
would be given by the intercept of the income-division line with the Y-axis. 
But the tangency point would now lie to the left of the Y-axis, and shifts of 
production towards food would now increase A’s income measured in food; 
hence it would now be possible for the tax to make A better off on balance, 
even though the market price of clothing had been increased by the tax. 

To summarize: for tax-induced shifts in production which leave the profit- 
able land-to-labor ratio in food production higher than the ratio of land-to- 
labor possessed by A, the tax can only benefit A on balance if its effect is to 
reduce the market price (including tax) of clothing: for shifts which make 
the profitable land-to-labor ratio in food production lower than the ratio of 
land-to-labor possessed by A, the tax may benefit A on balance even though 
it raises the market price of clothing. These results underline the crucial im- 
portance of differences in asset-holdings as between individuals to the theory 
of tax incidence. They also suggest the need for an investigation of the condi- 
tions which would permit a tax to reduce the market price of the taxed good, 
an investigation which cannot be pursued here. 

Harry G. JoHNSON* 


* This is of course only a necessary, not a sufficient, condition for A to benefit on 
balance from the tax. 

* The author, formerly a fellow of King’s College, Cambridge, is now professor of eco- 
nomic theory at the University of Manchester. 
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More on the Multiplier Effects of a Balanced Budget: Comment 


The interesting note by Baumol and Peston “More on the Multiplier 
Effects of a Balanced Budget’? serves to clarify some issues and to confuse 
others. 

Actually the so-called “balanced budget theorem” was first introduced to 
challenge the older view that an increase in government expenditures, if tax- 
financed, would have a quite neutral effect on aggregate income, since it 
merely caused a shift from private spending to public spending by an equal 
amount. At that time, it was already well understood that government outlays 
financed by progressive income taxes would tend to be expansionist in view 
of the consequent shift in income distribution and its effect on the consump- 
tion function. But the notion that a tax-financed increase in government out- 
lays was expansionist, even though it caused no shift in income distribution, 
was regarded as rather startling. At the time when this idea was first hit upon, 
the exact magnitude of the expansionist effect was not the primary matter 
under discussion.” 

Baumol and Peston are indeed careful to point out that the various writers 
(including Haavelmo, Haberler, Goodwin, Samuelson, and others), who later 
developed econometric models characterized by a unit balanced budget multi- 
plier, based this outcome on certain very rigid assumptions. They therefore 
did not assert that in the actual world we can count on a balanced budget 
multiplier of one. The same can be said of all economic analysis. A demand 
schedule, for example, may purport to tell us how much the purchase of wash- 
ing machines would be increased if the price were dropped to one-half. But 
this increase in purchases might not in fact materialize because the cut in 
washing-machine prices might induce a cut in the prices of competing prod- 
ucts. Thus to know what the result would actually be, we would have to 
know all the possible induced changes caused by the drop in washing-machine 
prices. Worse yet, we live in a changing world. The demand schedule could 
not reflect the impending introduction of new competing products, possible 
changes in real income, etc. 

Now these reflections are so commonplace that the reader may wonder why 
I am wasting his time. Yet if he will reread the Baumol-Peston article, he 
‘will discover that much of this attack on the balanced budget multiplier 
theorem consists of just this kind of thing. And much of the criticism of 
Keynes’s multiplier has been of this character. The principle involved 
(whether it be elasticity of demand, the ordinary multiplier, or the balanced 
budget multiplier) may “remain unchanged with changing times and circum- 
stances,” even though these changing times and circumstances may give an 
actual result quite different from that arrived at on the ceteris paribus assump- 
tion which necessarily underlies the theoretical analysis. And when the authors 


‘Am. Econ. Rev., Mar. 1955, XLV, 140-48. 

*A4. H. Hansen and H. S. Perloff, State and Local Finance in the National Economy 
(New York, 1944), pp. 245-46; P. A. Samuelson, “Full Employment After the War” in 
Postwar Economic Problems, S. E. Harris, ed. (New York, 1943), p. 44; and W. A. 
Salant’s privately circulated memorandum. 
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say that “we really do not know much about its magnitude” (all in italics), 
do they mean that we know very little about the principle involved, or do 
they mean that we do not know what figure a changing world will turn up? 
As good theorists, I think they must mean the latter. But is there any other 
area of economic theorizing about which the same thing may not be said? 

First a minor point. It is suggested (p. 147) that people’s marginal pro- 
pensity to save falls in a depression and rises when income expands. A better 
statement, I think, would be that the consumption function curve flattens 
out as depression develops, but assumes a steeper slope as the economy re- 
covers, especially in the growth phase, to new higher levels of income. 

But now we come to a matter of considerable importance. To appraise the 
role of tax-financed expenditures on expansion in a realistic manner, it is of 
utmost importance to distinguish between (a) the marginal propensity of 
individuals to consume out of disposable income, and (b) the marginal pro- 
pensity of the economy as a whole to consume out of gross national product. 
Substituting in each case the complements of the two marginal propensities 
cited above, we get for (a) the increment saved by individuals out of an 
increment of disposable income, and (b) the increment of taxes (business and 
personal) and savings (business and personal) out of an increment of GNP. 
The former is the marginal propensity to save out of disposable income which 
we will call s; the latter, the marginal bite taken by taxes and savings out of 
an increment of GNP which we will call s’. 

Now the so-called balanced budget multiplier will vary with the magni- 
tudes of s and s’, directly with the former and inversely with the latter. In 
other words, the higher the marginal propensity to save out of disposable 
income, the larger will be the balanced budget multiplier. On the other hand, 
the larger the economy’s marginal propensity to save and to tax,* the smaller 
will be the balanced budget multiplier. 

This distinction between the two propensities—s and s’—explains the seem- 
ing contradiction in the Baumol-Peston article between their own statement 
(p. 147) that a high marginal propensity to save means a low balanced 
budget multiplier and that of Kaldor (cited on p. 145) that a high marginal 
propensity to save means a high balanced budget multiplier.* 

In the case of the balanced budget multiplier, the multiplicand is not auto- 
matically given as it is in the case of the investment multiplier analysis. Let 
us call the multiplicand A, the ordinary multiplier &, and the balanced budget 


kA 
multiplier k’. Now AGNP = kA. Thus 2’ = > in which T is the tax- 
financed increase in government expenditures. 


* Hereafter, the economy’s marginal propensity to save and to tax will for short be 
called simply its propensity to “save,” putting “save” in quotation marks. I hope the 
reader will forgive the semantics. 

* Obviously the higher the marginal propensity to save, the more will new taxes “cut 
down on people’s savings” as Kaldor puts it. In other words, if the consumption function 
with respect to disposable income is completely flat (marginal propensity to save being 
unity) a cut in income due to new taxes will not cut into consumption at al! but will 
simply cut down on savings. 
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A is determined by the marginal propensity to save out of disposable in- 
come (s). Assume $10 billion increase in government expenditures balanced 
by $10 billion increase in the individual income tax. If now s is 1/10, then 
the new $10 billion tax will cut down individual saving by $1 billion, and so 
the tax will cut down consumption by $1 billion less than the full amount of 
the tax. Consumption is thus reduced by $9 billion. But the government out- 
lays are increased by $10 billion leaving a net gain of $1 billion (the amount 
by which individual saving has been cut down). Thus the schedule of 
(1 + G+ C) ona GNP chart (showing the regression of C against GNP) 
is lifted by $1 billion. This $1 billion is the multiplicand A. It is fixed by 
the tax-induced cut in people’s saving as determined by the marginal propen- 
sity to save out of disposable income. A = sT. 

The multiplicand, A, being thus determined, the next problem is: What is 
the value of &, the ordinary multiplier? If we are interested in the impact of 
the tax-expenditure increase on GNP, the relevant multiplier is determined 


1 
by the marginal propensity to consume out of GNP, or k = r 
“AGNP 
Now 1 eon inal ity to “ ” viz., s’. And s’ i 
Now 1 — ---—-— is our marginal propensity to “save,” viz., s’. And s’ is 
AGNP ginal propensity 


likely to be changed somewhat by the new tax bite. Thus the value of & is 
likely to change more or less after the new tax-financed budget is put into 
effect. 


The ordinary multiplier k = —-. But the balanced budget multiplier is 


k’; and k’ = AS And since A = sT, the magnitude of &’ is directly re- 


lated to s and inversely related to s’; or k’ = ——. The larger the marginal 


s’ 

propensity to save out of disposable income, the larger the balanced budget 
multiplier; the larger the economy’s marginal propensity to “save,” the smaller 
the balanced budget multiplier. The contradiction referred to above is thus 
resolved. Kaldor was talking about the former; Baumol-Peston the latter. 

Using the equation A = sT, we may now expand the concept of “disposabie 
income” (as commonly used) to include the income of corporations after 
taxes. This enlargement of the concept becomes necessary in the event that a 
part of the additional budget is financed from corporation taxes. The induced 
cut in total private expenditures now includes not only the cuts in consumption 
but also the cut in corporate “spending” (viz., dividend payments® and invest- 
ment outlays). 

In contrast to consumer spending, corporate spending (i.e., investment) is 
relatively little affected by tax changes. Investment spending, particularly for 


* Dividend payments, I think it will generally be admitted, are relatively little affected 
by tax changes. 
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large corporations, is probably more a function of profitable investment out- 
lets than of the volume of retained earnings.* If retained earnings are reduced 
by increased taxes, relatively more investment outlays will be financed by 

' borrowing from banks or from new stock or bond issues. To be sure taxes do 
affect the investment outlays of corporations more or less, to an extent vary- 
ing with different phases of the cycle and with different degrees of business 
optimism. 

While the tax-induced cut in consumer spending may well be, say, 90 per 
cent of the tax imposed, the tax-induced cut in corporate investment spending 
is clearly much smaller and may well fall within a range of say 20 to 40 per 
cent of the tax. This is merely a guess and may be rather wide of the mark. 

Assume an additional budget of $10 billion financed by a levy of $5 billion 
on corporations and $5 billion on individuals. Applying the assumptions made 
above for illustrative purposes, we get the following results. Consumer spend- 
ing is cut back by $4.5 billion and corporate spending is cut back by from 
$2.0 to $1.0 billion. Accordingly the multiplicand’ would range from $3.5 
billion to $4.5 billion. 

A casual inspection of recent data suggests that & (the ordinary multiplier) 
has a somewhat lower value now than formerly owing to the increased tax-bite’ 
of recent years and to the built-in stabilizers. The data suggest, as would be 
expected, that & is small in the downswing, and much larger in the upswing, 
especially that part of the upswing representing growth to new high levels. 
Thus in the case of an increased tax-financed budget we might possibly ex- 
pect a & of about 1.8. 


Now k’ = —— Applying this equation to the illustrative figures given 


above we get a so-called balanced budget multiplier of .63 to .81. Our addi- 
tional tax-financed budget would, under these assumptions, raise income, not 
by $10 billion (as in the hypothetical case of the unit balanced-budget multi- 


plier) but by from $6.3 to $8.1 billion. 
ALvIN H. HANSEN* 


* This, to be sure, is much less true of small unincorporated business. 

*When corporations are included, A =sT7, s is the marginal propensity of consumers 
to save out of disposable income plus the marginal propensity of corporations to save out 
of corporate income after taxes. 

* Tke author is professor of economics at Harvard University. 


Reply 
We are sincerely flattered by Alvin Hansen’s willingness to impute sense to 
a paragraph (p. 147) which is simply the product of our carelessness. He has 
supplied an ingenious interpretation of our assertion that the magnitude of the 
balanced budget multiplier will vary inversely with the public’s marginal pro- 
pensity to save. This is simply an error and it conflicts with our own conclu- 
sions two pages earlier (see the last equation, p. 145, and especially footnote 
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16).’ Several people have already been good enough to point out this slip to 
us. 
Regretfully we must then insist that the child to whom Hansen has offered 
our name is not really ours. Indeed he is even proposing to throw out our 
baby w.t.b.w. The multiplier which he implies is ours is k’ = bi the ratio 
of two different marginal propensities to save, and in the ordinary course of 
affairs this will be nonnegative. But one of our central points is that a negative 
multiplier is by no means out of the question, and this is a distinctly possible 
value for our own multiplier expression. 

The source of the discrepancy is easily found. In Hansen’s analysis all 
government expenditures go into gross national product, whereas our analysis 
takes account of leakages out of government spending, like purchases of 
goods wholly or partially produced abroad or govetnmental buying of capital 
goods which are not replaced out of current production. Thus in our analysis 
there is a difference between government expenditures (= taxes) T and the 
amount, £, of this expenditure going into the purchase of goods and services 
currently produced domestically and which therefore adds to GNP. 

Thus the multiplicand, A in Hansen’s analysis, should be the sum of 
incremental GNP-increasing expenditure, public and private= E+ AC= 
(1 —r) T + AC where C is private consumption expenditure and r is the 
governmental “marginal propensity to leak.”* 

Following Hansen’s argument this yields the more general balanced budget 
multiplier formula = — a. Unlike Hansen’s expression this clearly 
can be positive, negative or zero. Our formula is the special case where 
s’ = 5 since we have neglected to take account of the difference between s, 
the marginal propensity to save out of disposable income, and Hansen’s s’, 
the increment of taxes and savings out of an increment of GNP. His non- 
negative formula is the special case where E = T so that r = 0. By this 
neglect of governmental leakages Hansen has thus eliminated a central feature 
of our analysis. It is no wonder he still seems to suggest that tax-financed 
expenditures can be presumed to be expansionary. 

In his more general discussion Hansen writes, rightly, that many of our 
comments on the balanced budget multiplier amount to little more than the 
assertion that a dynamic reality will differ from the predictions of a static 
theoretical construct, and that most of the original authors were aware of 
these limitations. Surely this is adequately documented in our paper. Perhaps 
we did devote too much space to the more obvious and well-known limita- 
tions of the balanced budget analysis. In that part of the paper it was not 
our aim to attack the theorem but rather to avoid appearing to suggest that 
its authors were totally uncritical in their acceptance of their results. 


* Hansen does point out that we cite Kaldor’s contrary view on p. 145. That is true; 
but we are also agreeing with Kaldor there. 

*In our original note our symbol for this was & but we have changed it here to avoid 
confusion with Hansen’s use of this letter to represent the multiplier. 
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But the primary object of our note is best indicated with the aid of Han- 
sen’s own illustrative demand curve for washing machines. He suggests that 
we require more of the multiplier than we would of the demand curve. He 
reminds us that values predicted with the aid of the latter will at best only 
cluster about the true magnitudes, perhaps within a fairly wide range. But 
we would be content with such approximative prediction; it is only where 
multiplier theory parts company with demand analysis that we object. De- 
mand analysis pretends to no magic a priori formula which predicts an ap- 
proximative elasticity of demand for washing machines. With luck and in- 
genuity the elasticity can be determined from empirical materials. Our 
protest refers only to the legerdemain which bedazzled so many of us into 
accepting a totally a priori figure of unity as the approximative value of the 
multiplier. We deny that this or any other figure can be shown without em- 
pirical investigation to have any such significance. Largely to emphasize our 
unwillingness to accept the usual figure on faith alone we have even surmised 
in the last paragraph on page 146 that empirical investigation will show the 
typical value of the balanced budget multiplier to be closer to zero than to 
unity. 

WILLIAM J. BaumMoL* 
Maurice H, Peston* 


* The authors are respectively professor of economics at Princeton University and mem- 
ber of the British Army Operational Research Group. 
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Economic Theory; General Economics 


Traité d’économie pure. By Maurice Attats. 4 vols., rev. (Paris: Impri- 
merie Nationale. 1952. Pp. 63; 852; annexes, 68. 5,500 fr.) 

French spiritual culture was not only the fountainhead of mathematical 
economics, but also the cradle of the greatest architects of this discipline. 
Yet France has never been an Arcadia for mathematical economists. Even a 
Cournot and a Walras were disapproved; Divisia was quietly ignored. In 
1952, Maurice Allais had to be content with the reimpression of his wartime 
publication, A la recherche d’une discipline économique (1943), under a. 
new title; the only addition included in the Traité d’économie pure is an 
impressive list of the author’s publications and a new introduction. 

Had Allais’s monumental work been known outside France in 1943, in all 
probability it would have stirred greater enthusiasm than the 1952 edition. 
The speed of progress achieved by mathematical economics in the last twenty 
years made it at times impossible for mathematical economists to keep 
abreast of all contributions pouring from all sides; parallel and independent 
results were frequent in Anglo-American literature. But by now, the waters 
have become clearer and we know that many of Allais’s results had been 
obtained by other economists. However, this alone would hardly justify the 
lengthy part of the Introduction (I, 12-33) devoted to a pro domo sua argu- 
ment incompatible at least with Anglo-American literary etiquette. The over- 
tones of self-praise seem exaggerated even if intended to subdue the French 
traditional opposition to the idea of mathematizing man’s motives and ac- 
tions. One can but agree with Allais that the conditions in occupied France 
prevented him in 1943 from learning of some results known in other countries. 
However, his impetuous and polemic claim to subjective originality to the point 
of invoking ignorance of Pareto’s Cours d’économie politique and Traité de 
sociologie générale, certainly seems inappropriate for an author whose contribu- 
tion deserves recognition on more legitimate grounds. Allais’s alibis reveal 
what seems to be his true story: a talented and enthusiastic engineer, little 
acquainted with the economic literature outside France, embarked upon a 
formidable expedition, @ la recherche d’une discipline économique. In view of 
this and the fact that the first edition of the Traité is literally an oeuvre de 
jeunesse (it is Allais’s first publication), the objectively original contributions 
of the Traité appear so much the more praiseworthy. 

Like all other outstanding mathematical economists of the French School, 
Allais was first attracted by engineering, which in France means to a great 
extent by mathematics. But Allais can be regarded as perpetuator of French 
tradition for more substuntial reasons. His Traité bears the main hallmarks 
of the writings of his predecessors from Dupuit to Divisia: a blending of 
imagination and mathematical vision with a keen observation of the per- 


164 THE AMERICAN ECONOMIC REVIEW 


manences of economic reality, crowned by an exceptional ability for ab- 
stract synthesis. Allais’s exposition, however, does not compare in clarity with 
that of the other French mathematical economists. The Traité abounds in 
unnecessary repetitions of the same formulae or topics. There are, for in- 
stance, three almost identical subsections (I, 143, 168, 169) on independent 
consumer’s goods. Even derivations of mathematical formulae are repeated, 
as happens with the computation of a classical determinant (I, 172; II, 422), 
and the mathematical discussion of stability conditions (I, 172; II, 466). 
The main thread of the argument is broken by the division into short sec- 
tions and meanders through frequent Remarques and still more numerous 
footnotes. The enormous number of cross references that send the reader 
from one volume to another are the unavoidable consequence of the poor 
organization of the entire work. In addition, the reader has to contend with 
Allais’s unfortunate practice of not mentioning the name of the author along 
with each quotation. On the ground that the reader might be unduly influ- 
enced by the prestige of great scholars, each quotation is identified by a num- 
ber. A list in the volume of annexes supplies an initial-code for each quo- 
tation, and the reader has to go to a second list to find out the name of the 
author and the title of the work from which the quotation was made. (Allais 
is not consistent, however, in this: he mentions Henri Poincaré along with 
the quotations from the latter’s works, I, 222, 232.) All these shortcomings 
are aggravated by the material conditions of the work: the Traité is divided 
into five paper-bound volumes, lithographed from a typescript on a9 X 13 
page-size. 

Finally, one should regret the absence of any reference to previous works 
and, especially, of any splicing of the author’s views and results with the pre- 
existing body of economic thought. Another feature that may impress an 
economist unfavorably is Allais’s fondness for purely mathematical lucubra- 
tions. He proposes to use the radius of curvature as a measure of comple- 
mentarity (I, 139f). Entirely incomprehensible is his infatuation with the 
translation of the convexity conditions from the language of determinants into 
a purely geometric construction of a hypertetrahedron (II, 470f). On the 
other hand, a mathematician may be surprised to see the continuity 4 la 
Darboux confused with limit-continuity (I, 119, 161). 

In reviewing the highlights of the Traité, one should mention first the sec- 
tion on the theory of the consumer, which contains a valuable and penetrating 
analysis of the various types of commodity-relationships and which goes 
deeper into the matter than most Anglo-American writings. Although Allais 
takes a strong stand in favor of cardinal utility, his treatment of comple- 
mentarity is caried out mainly in terms of indifference curves. His definition 
of complementarity is based upon the slopes of the “saturation lines,” being, 
therefore, identical with that proposed by Milton Friedman in 1934. By an 
unnecessarily long process, Allais proves that, under the assumption of meas- 
urable utility and constant sign of d*U/dxdy, this definition is equivalent to 
that of Pareto (I, 174). Moreover, the assumption of an invariant sign of 
d*U/dxdy does not seem as transparent. as Allais seems to think (I, 168n), 
since it is conceivable that beer and whiskey, for instance, may be comple- 
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mentary for low incomes with beer becoming an inferior good as income 
increases. He invokes “simple introspection” much too often, apparently 
without realizing the insuperable difficulties of introspectional evidence in 
numerous problems, such as that of the principle of decreasing marginal rate 
of substitution. The analysis of the foundations of indifference varieties is 
sketchy and incorrect. Allais fails to realize the necessity of the transitivity 
postulate and of explicitly postulating the existence of indifferent combina- 
tions. (His lemmas II and III do not follow from lemma I and II, respectively, 
I, 113.) He dismisses the famous case of nonintegrability by a scant remark 
(I, 114n). 

The chapter on “The Economic Variables and Their Measure” deserves a 
special mention for the depth of the analysis of the concept of measure, not 
only in economics but in all sciences. It anticipated many of the arguments 
recently advanced by the cardinalists in this country. Its main point is that 
there is no difference between ordinally measurable (répérables) and cardi- 
nally measurable (mesurables) variables. His argument that cardinal measure 
is nothing but one ordinal measure, chosen for convenience, is unquestionable. 
As Poincaré long ago observed, there is no sense in regarding two intervals 
of time of one hour each as “really” equal (I, 229). Allais fails, however, to 
realize that the case of utility is somewhat more complicated. In the first 
place, there is the difficulty of constructing an objective scale, like those 
used for time, temperature, etc. Secondly, and this is the crucial question, 
“utility” may not be a one-dimensional variable, as time or temperature is. 
For after all, what we are certain about is that we have “wants,” not that 
we enjoy “utility.” On the assumption that “utility” is a simple variable, 
Allais, following Jevons, proposes to adopt the jevov, i.e., the least perceptible 
increase of utility, as a unit. His proof that the equivalence of utility-incre- 
ments leads to a definite cardinal scale is identical to that of Lange, Samuel- 
son, et al. 

The discussion of production offers nothing new, save the idea of “the 
fundamental property of the production function” (I, 187). Allais believes 
that the production function must satisfy the condition f(X) + f(Y) = 
{(X + Y), i.e., that two factor-combinations must yield together an equal or 
greater output than separately. But this property—recently aired also in 
the American literature—is in distinct contradiction with the decreasing 
average return to scale of the firm, if interpreted as applying to the production 
function of the firm. If applied to the production function of the industry, 
it might do away with external diseconomies—a point that would be hard to 
accept. In fact, Allais’s discussion of total supply completely ignores the Mar- 
shallian analysis of external economies. His idea of using revenue and total 
supply-value curves as functions of price instead of demand and supply curves 
in discussing equilibrium (II, 478ff) is analytically legitimate and has some 
advantages, but it is less suited for a discussion of the Marshallian concepts. 
It also causes him to assume that the value-supply curve always passes 
through the origin, which is not always true—as is easily seen in the case of 
long-run constant average cost. At times, Allais also uses the classical demand 
and supply curves; unfortunately he does not always warn the reader about 
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the switch. He also seems to confuse the demand as seen by a single firm in a 
competitive market with the total demand (II, 496). But his analysis of the 
cost curves has the great merit of running parallel to that of real cost, i.e., 
of the shape properties of the production function. 

By introducing some strong assumptions Allais proves that the equilibrium 
of a Walrasian system (he neglects to add the condition “provided that the 
system has a solution”) is stable. In view of the difficulty of the more gen- 
eral case and of the importance of stability, his result must be regarded as 
valuable in spite of the simplifying assumptions on which it is based. How- 
ever, his claim that his definition of stability (II, 493) is similar to that of 
Samuelson, cannot be upheld. It is much more akin to that of Hicks (which 
he rejects as unsatisfactory, I, 26) and less well adapted to distinguishing 
between perfect and imperfect stability. 

The most noteworthy contribution of the Traité is undoubtedly the treat- 
ment of Pareto’s optimum condition of economic welfare. Allais’s proof is far 
more complete than that of Pareto himself or the subsequent adaptations by 
Barone and Lange (III, 604ff). Yet his discussion lacks the penetrating vigor 
of Samuelson’s (Foundations of Economic Analysis, Ch. 8). Furthermore, 
the argument leading to the main theorem must have a flaw (which I was 
unable to locate). Allais claims to have proved that “for the Paretian op- 
timum to exist, it is necessary that a system of prices exist, implicitly or 
explicitly, identical to that arrived at by pure competition.” This conclusion 
can be shown to be inaccurate by elementary counterexamples. Such an ex- 
ample consists of two individuals, each capable of producing a different good 
at constant labor cost and bartering with -each other so as to reach the 
highest level of utility, Uy (x1, y1, 4), Us (%2, Yo, 12), where x;, yi, 4, are the 
amounts of the two goods and leisure of the individual é at the end of the 
barter. In this case, there is an Edgeworth contract curve such that each 
position on it is a Pareto optimum, but only one position corresponds to the 
competitive price mechanism. 

In spite of its shortcomings—mostly stemming from the unusual circum- 
stances under which it was written—the Traité constitutes a landmark in 
economic literature, particularly in France where it produced a definite turn- 
ing point. Economists everywhere look forward, I am sure, to the future 
contributions of the French spirit, and also to the day when a new Traité by 
Allais, written and printed under more auspicious conditions, will call for 
its translation into English. The one reviewed here amply justifies these hopes. 

NICHOLAS GEORGESCU-ROEGEN 
Vanderbilt University 


International Economic Papers, No. 4. Translations prepared for the Inter- 
national Economic Association. Edited by ALAN T, Peacock, WoLr- 
GANG F. Stotper, RALPH Turvey, and ELIzABETH HENDERSON. (Lon- 
don and New York: Macmillan. 1954. $3.50.) 

Obviously, the essays included in this volume were chosen so as to include 
economists from as many countries as possible. No other principle of choice 
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is noticeable. But it is interesting to see that most articles are written in an 
institutional vein. 

Schumpeter’s essay, “The Crisis of the Tax State,” for instance, is in its 
entire first part an exercise in fiscal sociology. As long as life in society, and 
economic life in particular, is community-sanctioned, no antagonism exists 
between individual and community, and no arbitrator or executor of the 
wants of society is needed. This haze of neutrality lifts when individuals 
become “individuals” and pursue their own economic interests. No means are 
left for the satisfaction of supra-individual ends. A spokesman is needed to 
articulate these ends and to fight for their financing. The princes fulfilled 
this mission, and with the collecting of the internal revenue created the tax 
state. All this is stated quite forcefully by the pen of a skilled craftsman. 
But when we come to the crucial part of the essay, “Must the Tax State 
Collapse?” then the forcefulness of the logic begins to fade and the reader is 
not enabled to apply the lesson of the essay to any speculation today on 
the “crisis” of the tax state. 

Schumpeter’s theory of economic development is generally recognized as 
one of the great contributions to the body of economic thought, but Celso 
Furtado in his article, “Capital Formation and Economic Development,” 
wants to persuade us that this theory was “formulated . . . before the First 
World War, in circumstances which were entirely different from those of 
our own days.” To him, the vicious circle of poverty—scarcity of capital— 
poverty can only be broken by external factors, such as the creation of a flow 
of foreign trade, not by the ingenuity of innovators. Errors in his chronology 
of historical facts, however, make this proof spurious. His arguments are 
more convincing when he refines Nurkse’s belief that the inducement to invest 
is limited by the small size of the markets in underdeveloped countries. Ac- 
cording to Furtado, profit chances would be brighter if capital would pour 
into the production of many different commodities at the same time. This, 
however, would require public coordination of the small investment demands 
of individual industries, or possibly even public investment, and the danger 
of inflationary policies could not be ruled out. 

An original interpretation of inflation as the result of the behavior of social 
groups comes from France. Perroux is credited with the concept of the “effec- 
tive power of domination.” This power becomes apparent, we learn from 
Henri Aujac’s essay, “Inflation as the Monetary Consequence of the Be- 
havior of Social Groups,” when the monetary relationships among social 
groups are disrupted. After an initial period of adjustment, some groups 
always refuse to play the game of adaptation. Then “the effectiveness of 
the group rebelling against the existing monetary relationships depends, in 
practice, on its effective power of domination over the rest of the commu- 
nity.” Inflation continues until a “new type of compatibility between behav- 
iors” is enforced. 

This theory might be applied to “Wage-Fixing According to the Price 
Index,” which is the title of Jérgen Pedersen’s contribution. He recom- 
mends price stabilization with fluctuating wages instead of wage stabilization 
with fluctuating prices. The latter might be more in harmony with the cap- 
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italist system, but the author considers the former the more realistic, not- 
withstanding the repercussions of the fluctuating wages on the business cycle. 
The basis of the proposed wage adjustment is an old friend: the productivity 
index. The experience of the American Wage Stabilization Board and strong 
arguments in the literature do not seem to support the author’s optimism. 

Controversial issues stimulate the interest of the reader. Outstanding in 
this respect is Oscar Lange’s, “The Economic Laws of Socialist Society in 
the Light of Joseph Stalin’s Last Work.” Stalinist ideology is presented com- 
prehensive!y; but almost equally interesting is the manner in which the 
story is told. Not a single word of critique is uttered. Besides, Lange hides 
his identity almost completely behind the work of the former ruler of the 
USSR. The highlights of the economic laws of socialist society are given in 
quotations: 18 from Marx, 17 from Engels, 3 (!) from Lenin, 5 from other 
writers, and 76 from Stalin. The latter sees the time for the higher period 
of socialism—communism—approaching. Three preliminary conditions will 
first have to be fulfilled: (1) The rate of expansion of the production of 
capital goods must become higher. (2) Collective-farm property must be 
“raised” to the level of public property. (3) The working day must be 
shor.ened to at least six hours so that a “general introduction of polytechnic 
education, a radical improving in housing conditions and at the very least a 
doubling of real wages” become possible. 

After this essay, controversial in fundamentals, we may look at John 
Akerman’s discussion of a controversy on methods. In his “Economic Plans 
and Causal Analysis,” he tackles the Methodenstreit of today. He accuses 
the classical, the Stockholm, and the Cambridge Schools of having fallaciously 
identified three things: the description of economic reality, the formulation 
of economic plans, and the realization of economic norms. A reclassification 
of economic theory has become imperative. Four sub-divisions are stipulated: 
(1) A theory of the interdependence of aggregative concepts in the com- 
pletely planned economic system—some sort of Walrasian theory. (2) A 
theory of planning—the setting up of ends-means schemes for both individual 
planning (monopolies) or government planning. (3) Causal analysis of the 
economic process, mainly substituting the study of interrelations between 
groups (capital-goods and consumer-goods industries, central and commer- 
cial banks, agriculture and industry) for the “study of sine curves of aggre- 
gative concepts.” (4) Comparison of calculation models with causal analysis, 
for the purpose of a mutual checking of results of one method against 
those of the other method. Akerman’s analysis is, in the opinion of the 
present reviewer, the most important article in the entire volume. 

Herbert Giersch’s “The Acceleration Principle and the Propensity to Im- 
port” is perhaps less controversial than speculative. After yielding to the 
well-known criticisms of a constant accelerator, and after diluting the rigid 
principle to a “mere tendency,” the author engages in an elegant, logical, 
and very simple mathematical derivation of two coefficients of the accelera- 
tor, but remains rather skeptical about verification. 

The speculations of today sometimes become the accepted theories of 


* Lange’s article was originally published in 1953. 
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tomorrow. Luigi Amoroso wrote an imaginative article, ““The Static Supply 
Curve,” in 1930 which might easily become a classic in static economic 
theory. Stackelberg has given credit to Amoroso for the formulation of the 
functional relationship between marginal revenue and what we would call 
today point elasticity on the average revenue curve. The formula was de- 
veloped in this essay and is written in fairly simple mathematics. 

It is not uncommon among economists to contrast wistfully today’s abun- 
dance of research tools and opportunities with the paucity of great econo- 
mists. But if one sums up the knowledge accumulated in large numbers of 
highly specialized analyses, each of which covers just one little square in 
the graph-paper-like vastness of economics, does this aggregate knowledge 
really contribute less than what the few great old men of economics brought 
to light? Today, research has moved into laboratories, in economics too. The 
work of economists consists not only of thinking but also of high-level intra- 
professional communication. Our laboratories are the journals. Let us have 
many more volumes of /nternational Economic Papers. 

Otto H. EHRLICH 

New York University 


Uncertainty in Economics and Other Reflections. By G. L. S. SHACKLE. (New 
York: Cambridge University Press. 1955. Pp. xv, 267. $4.75.) 

This is a book of collected journal articles written between 1939 and 
1953. Fourteen out of a total of eighteen were written between 1949 and 
1953. Of these, nine are concerned with problems related to expectations 
in economics—the subject of a volume published in 1949 by Mr. Shackle. 
The other articles are divided into three groups: the rate of interest (two 
items), investment and employment (four items), and the philosophy of 
economics (three items). In an oddly titled article in the last group—‘“Eco- 
nomics and Sincerity”—Shackle complains that “economics is a field of study 
enclosed within arbitrary boundaries,” and he suggests that “the builders of 
economic theories are . . . unduly conservative and somewhat tradition bound 
in the choice of their materials.”” What kind of economics, then, does Shackle 
consider with favor and what kind of economics is he unsympathetic to? 

He is most critical of orthodoxy in matters of uncertainty. His criticisms go 
to the foundations of the logic of applying probability to the analysis of 
economic events. “The applicability of frequency-ratios only makes sense 
if the individual can feel sure that there will be many repetitions” (p. 7). 
But because many econoinic uncertainties are not obviously repetitive “such 
a transfer of method” from the frequently repeated type of event to the 
unique event “does not make sense, and its results will be logically meaning- 
less” (p. 8). Most if not all of this line of attack would be unnecessary if 
probability were interpreted in the set-theoretic sense where probability is 
defined relative to a given sample space as compared with the older relative 
frequency meaning in which the concept depends on the existence of an in- 
finite series. 

Shackle’s positive contribution to the problem of uncertainty, however, is 
to some extent independent of his critical opinions. His solution of the de- 
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cision problem under conditions of uncertainty, which is presented in the 
first four articles of this volume, is unchanged in its essentials from his 
Expectation in Economics. His solution is a formal analysis of decision- 
making which is based on shrewd psychological insights. For example, the 
entire range of alternative outcomes of a prospective event is represented by 
two “focus values” because it is more realistic to suppose a decision-maker 
uses such a simplification. In order simultaneously to juggle all the alterna- 
tives in the possible range requires the “power and willingness to perform 
complicated and intensive introspections” (p. 16), which it is not supposed 
the decision-maker possesses. And another example, the numerical weight 
which mathematical probability asigns to an hypothesis is rejected on the 
grounds that “highly probable” events are given values less than one even 
though they involve no subjective surprise, and the probability weight must 
be changed whenever additional possible outcomes are considered. These 
characteristics of probability do not appeal to Shackle as adequate psycho- 
logical descriptions of the decision process. Instead Shackle proposes, again in 
these articles, a more psycholovically appealing measure which he calls the 
“surprise function.” To each of those events whose occurrence would not 
at all be a surprising outcome of some course of action (whatever the prob- 
ability might be) is assigned zero potential surprise. Thus a prospective event 
has two aspects—the objective gain or loss value if it occurs and the poten- 
tial surprise--which together determine the mental stimulus of each possible 
outcome. This stimulus is given a functional form—called the -function— 
and it has two maximum values one of which is a gain-connected stimulus 
and the other a loss-connected stimulus, which can serve all the psychological 
purposes of the entire function. Since each action alternative can be epitom- 
ized by a pair of such values which are called focus-gain and focus-loss the 
decision can be made between any set of action alternatives, in accordance 
with Shackle’s construction, in terms of a partially ordered preference pattern 
of the decision-maker. This is called a “gambler-indifference map.” 

This theory of decision-making requires four “intervening” variables—the 
subjective valuation of the outcome, the potential surprise function, the 
stimulus or ®-function and the gambler preference system—which are com- 
pletely individualistic and not readily measured in any direct way. When 
experimental efforts are made to measure such “theory-of-choice” variables 
as utility or subjective probability particular difficulty arises when more 
than one of them is conceived subjectively. If values are taken to be objec- 
tive, then a measure of subjective probability can be obtained. Or if prob- 
ability is conceived objectively then it is feasible to produce a measure of 
subjective value. It has not been possible to measure both subjective value 
and subjective probability at the same time. It is unlikely that Shackle will 
contribute to the simplification of the measurement problem by compounding 
subjective variables in this way. Perhaps a pessimistic defense might be based 
on the belief that direct measurement of these individual variables is so un- 
likely that Shackle may as well enjoy four unmeasurable variables as suffer 
in the yoke of two. But such a defense would be poorly suited to a decision- 
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making theory which uses a psychological methodology in preference to a 
rational methodology. 

Shackle has one other strong preference area of which I shall take note. 
He does not like, or hold out much hope for, econometrics. “What we might 
ask, is there new in econometrics except its name, which attains as it were, 
the second degree of portmanteau-ism by eliminating one of its essential 
m’s: surely it should be ECO/NOMO/METRICS, or better, perhaps, metro- 
economics?” And a little further on Shackle points out, “the econometrician 
has suffered painful shocks and disastrous disinflation of his claims.” Then 
he asks, “What did he tell us about unemployment in the post-war transi- 
tion?” (p. 234). In “The Theory of the Multiplier” the nature of Shackle’s 
objections to econometrics is made somewhat more clear. He writes about 
Hicks’ Contribution to the Theory of the Trade Cycle, “he [Hicks] will admit 
no element into his design which could interfere with the machine-like preci- 
sion of its working.” “[Hick’s theory is] formal and mechanical and make|s] 
no explicit reference to any psychological links in the chain of stimulus and 
reaction”; whereas Shackle, always a conscientiously constructive critic, points 
out, “As I once tried to show a complete theory of the trade cycle . . . [based 
on} an expectation-reaction pattern can be built. . . . Such a scheme may 
have some advantages . . . in explanatory power over the rigidly econometric 
model” (p. 173). 

The approach which Shackle finds worthy in dynamic economics is epit- 
omized by the Swedish economists. Consequently in 1945 Shackle published 
a paper called “Myrdal’s Analysis of Monetary Equilibrium” which is re- 
printed in the present collection. The purpose of this paper seems to have 
been to persuade English-speaking economists of the high and useful quality 
of Swedish dynamics. Yet somehow one has not an impression of a greatly 
successful performance. Perhaps this is due to the unfamiliar form of analy- 
sis which even Shackle’s lucid presentation does not offset. Or perhaps the 
basic concept of anticipations is too imprecisely defined to bear the weight 
of analysis it is given. Or perhaps it is once again the argument between 
behavioristic and anticipational models which is not satisfactorily settled and 
therefore remains a barrier to the acceptance of Shackle’s point of view on 
economic dynamics. 

But whether one accepts or not, Shackle provides much material that is 
original and provocative. Measured by its ability to stimulate the reader 
this is a very good collection. As a practical matter, however, a better intro- 
duction to the most important of Shackle’s ideas can be had in his 1949 
Expectation in Economics. 

RicHArD S. WECKSTEIN 

University of Buffalo 


Quality and Competition. By LawrENcE Assott. (New York: Columbia 
University Press. 1955. Pp. ix, 229. $3.75.) 

Lawrence Abbott’s book is a well-written, ambitious analysis of product 

variation and differentiation in the field of monopolistic competition theory. 
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The complaint has often been made that this sector has received much less 
attention than price analysis. This book provides as a by-product clear light 
on that inattention. Product analysis proves much more complex, elusive and 
hard to handle than price theory. Abbott finds it necessary to rework much 
of the field of monopolistic competition theory in the course of defining and 
manipulating quality variations. This he does with considerable skill and 
insight, in the process drawing upon rich resources outside economics. 

At the risk of neglecting features of the book of interest to particular 
readers (such as those concerned with welfare economics and antitrust pol- 
icy) this reviewer will mention the sections which bid fair to be most widely 
used in the field of pure theory. At the least, it is the reviewer’s opinion that 
the portions of the book discussed favorably below are likely to become 
standard requirements in graduate courses in economic theory. 

Abbott’s treatment of wants and goods (Ch. 4-6) is indeed stimulating. He 
draws heavily upon C. Reinold Noyes’ Economic Man in Relation to His 
Natural Environment. Most commodities cater, he claims, not to a single 
want but to a whole “constellation’”—sorne central and some peripheral. 
Consumers’ complex and many-sided “basic” wants for experience, activity, 
services, lie behind their “derived wants” for that imperfect means of sat- 
isfaction, the product. He metaphorically describes basic wants for experience 
as a target area, into which producers project their bullets (products) hoping 
to hit “bull’s-eyes’”—areas in which there is a high density of wants and at 
which other producers have not aimed. In the chapters developing these con- 
cepts there is depicted an interaction between uncertain, incompletely in- 
formed consumers and only slightly less groping, uncertain producers. The 
treatment is dynamic and it depicts producers as sometimes motivated by 
other than profit maximization. 

The detailed analysis of pure quality competition (Ch. 10-11) is the most 
original part of the book. Abbott differentiates three types of quality com- 
petition (horizontal, vertical, innovational—the latter appears to the re- 
viewer as better thought of as a subdivision of horizontal) and proceeds to 
frame models and analyze each. He (following his own journal article’) 
holds price constant and investigates quality competition in isolation as 
equilibrium is sought. He develops a particularly ingenious graphical ap- 
paratus (pp. 156, ff.) in which an “options curve” and a “marginal cost of 
options curve” are superimposed on the traditional short-run normal diagram 
to implement his discussion of short-run and long-run quality equilibrium. 
In the following chapters he modifies numerous assumptions and attempts 
to synthesize price and product competition. Competition, it is emphasized, 
is complete only when there is a high measure of both price and quality com- 
petition. 

In spite of its strengths—and they are many—Quality and Competition 
suffers from a number of deficiencies. There is everywhere (except, oddly 
enough, in the Preface) the sense that Abbott believes the book to be highly 


*“Vertical Equilibrium under Pure Quality Competition,” Am. Econ. Rev., Dec. 1953, 
XLIII, 826-845. 
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revolutionary. This reviewer holds it to be a useful, an able, a valuable work— 
one oliering an intelligent and creative fusion of the thinking of many modern 
theorists—but not really a revolutionary book. It is primarily a re-examina- 
tion, collation and synthesis of the published works of numerous writers: 
Edward Chamberlin, of course, both with respect to his original statement 
and his developmental articles; and numerous others, particularly (and here 
selection is difficult) C. Reinold Noyes (wants), J. M. Clark (workable 
competition), Hans Brems and Abbott himself (pure quality competition), 
and Ruby T. Norris (demand theory). Had the author been content with 
evolution instead of straining for revolution, it would have been a better book. 
As it is, his interpretation of the present state of modern economic theory 
leaves much to be desired. Do we really think, today, as we are depicted as 
thinking, that imperfect or monopolistic competition is “less competitive” 
than pure competition? Abbott consistently underestimates the current “state 
of the arts” in pure theory. This sin is only in part expiated by his frequent 
references to works the contributions of which his text minimizes or ignores!? 

Although the book is at points profusely documented, whole chapters are 
presented without citation of pioneer works in the field under consideration. 
Omissions were particularly damaging in Chapters 11 and 12, presented en- 
tirely without reference to Chamberlin’s articles on “Product Heterogeneity 
and Public Policy” and “The Product as an Economic Variable,’* or to 
Brems’ interesting excursion into the graphics of pure quality competition.‘ 

Inevitably, the writer wrestles with numerous assumptions—some twenty- 
five, actually, in Chapter 11. Some are modified in the course of analysis. 
Even so, the reviewer does not feel that the author relaxes enough of them. 
More specifically, there seems to have been throughout an excessive preoc- 
cupation with the type of market structure in which differentiated products 
are numerous. Some extremely unrealistic situations are given attention (pp. 
148-49) while the very important one of oligopoly with product differentia- 
tion is almost entirely neglected (except for placing it in a market classifica- 
tion). Had Abbott dealt more fully with this case, he might not have come 
to the conclusion that product variation and differentiation per se inevitably 
ensure a highly competitive economy. It is the reviewer’s opinion that fewness 
of sellers may lead (without formal collusion, but with mere awareness of 
rivals’ reactions) to group product equilibrium in which important quality 
competition is abstained from. It is odd that this interesting area should 
have been so neglected, as the likelihood or unlikelihood of such antisocial 
behavior is very much up Abbott’s alley. 

In Chapters 8 and 9 particularly, the reviewer was withered by the aridity 
of the semantics. If writers call monopolistic competition “imperfect” surely 
this may have occurred merely because it was contrasted, in the historical 


* See p. 12 n.5; p. 22 n.2; p. 52 n.7; p. 128 n.1. 

*Am. Econ. Rev., Papers and Proceedings, May 1950, XL, 85-92; and Quart. Jour. 
Econ., Feb. 1953, LXVII, 1-29, respectively. 

*“The Interdependence of Quality Variations, Selling Effort and Price,” Quart. Jour. 
Econ., May 1948, LXII, 418-40. 
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development of the field, with competition known, previously, as “perfect.” 
To hold that “imperfection” implies lack of competitive zeal seems quite 
foreign to monopolistic competition theory either as originally developed or 
as later amplified. After all, Chamberlin’s pioneering book depicted new forms 
of competition! 

Abbott has a rich, first-rate theoretical mind. He has manfully grappled 
with a large, difficult and controversial field. If he had been solely concerned 
with stating what economic theory should be, rather than reviewing—often 
incorrectly—what it is, Quality and Competition would have been a better 
book. He overstates the extent of our neglect of product variation, but his 
treatment of the neglected area is itself good. It may even become standard. 
There are in this work so many positions taken on so many controversies 
and issues that it will take some years of careful critical appraisal to winnow 
out the grain from the chaff. It is no minor work. 

Rusy TURNER Norris 

Connecticut College 


Marginal-Cost Price-Output Control—A Critical History and Restatement 
of the Theory. By Burnuam P. Becxwitn. (New York: Columbia 
University Press. 1955. Pp. viii, 283. $5.75.) 

The general equilibrium approach may render the relationships of economic 
phenomena accessible to consistent analysis; but that is no guarantee of 
realism or relevance, except to those of strong will (who believe in trying to 
shape the economy after the model), and to those of strong faith (who believe 
that reality is above all a well-ordered creation). To those who look neither 
for divinely given or politically engineered equilibria, the approach appears 
arbitrary and extra-scientific; that is, it is either an aspiration or a prejudice. 
Beckwith, for one, realizes that general equlibrium theory was intended to 
be abstractly descriptive rather than specifically prescriptive, and he is eager 
to get on to practical administrative rules for the maximization of net welfare. 

Like Lerner, he aims directly at the most economic utilization of resources, 
rather than at deducing what it might take to achieve a general equilibrium. 
For this prescriptive purpose he finds partial analysis the only practical ap- 
proach. The principle of marginal comparison he correctly views as a prin- 
ciple of compromise and discussion—the only way thus far known for giving 
equal consideration to a plurality of conflicting interests. The equalization 
of marginal social benefit and marginal social cost is the ultimate objective. 
His Administrative Rule (restricted to reproducible goods in fixed-capital 
situations) is to equate price to marginal cost by manipulating price or output 
or both. Addressed to producers, the Rule has a welfare, not a business, 
orientation. Adherence to it is expected to yield better and better results, the 
more the state acts (by tax, subsidy or contract prohibition) to bring mar- 
ginal money cost and marginal real cost to society closer together. 

After a fairly detailed dissection of the literature on the theory, which I 
found faintly redolent of the leftist style of literary criticism (stern words 
for heretics; scathing attacks on nihilism; merciless self-accusation—pro- 
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vided a higher pinnacle of dogma has been reached), Beckwith claims to set 
forth two major contributions: (1) a discussion of nine corollaries of the 
Rule, and (2) a distinction between optimum output control (amenable to 
the Rule) and optimum investment (not amenable to it). The World of the - 
Nine Corollaries fascinated me: daily price cycles (hourly, wherever pos- 
sible); no charge accounts (if you must borrow, go to the bank); no prizes, 
gifts or premia (farewell, TV); a host of separate sales charges (madam, 
don’t expect me to help pay the cost of showing you six pairs of shoes when 
you do not buy any of them); revolutionary new piece-work rates for certain 
workers (presumably fashioned after Stigler’s “scientific method” of ditch- 
digging in the field of marginal net revenue productivity discounting); no 
discounts on toasters for indigent professors (tax the dealer; subsidize the 
professor). 

Either this is hopelessly ingenuous, or it is a passably clever way of letting 
us discover how many imperfections a price-signal economy can contain 
under its mantle of supposed grand-equilibrium tendency. Beckwith’s corol- 
laries prescribe an impossible array of differentiations for market transactions, 
and the costliness of such differentiation receives only casual consideration. 
Such devotion to the pricing system by a socialist might startle a Mises, 
but Beckwith wants to make sure that no one is kept by the pricing system 
from balancing cost and utility at the margin. Better each should first 
have had his personal utility weighted by assigning him a socially optimum 
Income. 

One might be inclined to pick a few conceptual or methodological quarrels 
with the author: the treatment of conjectural or opportunity cost is shallow; 
cost is always matched to utility, ignoring the exploratory-emulative-expcri- 
mental-rationalization aspects of wants; writers who pause respectfully in 
front of blockages with which even Beckwith cannot cope are branded as 
nihilists offering “still another perfectionist argument for doing nothing.” 
Beckwith seems not to comprehend our fear of his imperfectionist arguments 
for doing everything, and this I attribute to his frankly avowed positivism. 
He is to be preferred to those who try to set up efficiency as an ethical norm, 
when actually efficiency is auxiliary to any goal. He is aware that criteria of 
distributional justice must be openly specified before an optimum system can 
be distinguished among the viable ones; but I say he errs in thinking he can 
be scientific about values. 

He has addressed his book, I would say, to the professional academic econ- 
omist. Its usefulness will be as a sharpening stone in the study of comparative 
economic systems and welfare economics. Literate, informed, provocative, it 
exposes well the tasks that any economic system must get done, and under- 
lines the arbitrariness (i.¢e., the potential offenses against welfare) involved 
in any system. Beckwith, a self-conscious liberal, is out to educate the naive 
liberal by proclaiming what is muted in most oaths of allegiance to a market 
system. 


DANIEL HALE GRAY 
Tufts College 


176 THE AMERICAN ECONOMIC REVIEW 


Vernunf{tglaube und Religion in der modernen Gesellschaft: Liberalismus, 
Marxismus und Demokratie. By Epuarp HEIMANN. (Tiibingen: J. C. B. 
Mohr | Paul Siebeck]. 1955. Pp. xiv, 315. DM 19.80.) 


This book is a contribution towards a theology of society. To those who 
might therefore reject it as unscientific and dogmatic, the author replies that 
their social science, too, rests on dogmas, on ultimate unprovable hypotheses, 
though these are normally implicit. Without examining the difference between 
the two kinds of dogmas, he claims, on the good English principle that the 
proof of the pudding is in the eating, that his own dogmas lead to a fuller 
understanding of society, and particularly of the nature of freedom. 

The book consists of three parts: Part I examines individualism, part II 
communism, and part III the “third force”---religion. The argument of the 
book is dialectical in the sense that ideas and institutions are traced through 
thesis, antithesis and synthesis (or challenge and response)—the resolution 
of conflict being a matter of creative choice, not of necessity. Democracy, 
defined as a union of freedom and equality, has its origins in religion. The 
drying up of the religious springs of democracy has created the present spirit- 
ual wasteland: commercialism in the West, oppression in the East, and a 
sterile struggle between the two, although we still live, often unconsciously, 
on religious cisterns, stored up in the past. Secular rationality cannot unite 
freedom and equality. Deprived of their religious inspiration, the unity is 
lost: 

“Things fall apart; the centre cannot hold; 
Mere anarchy is loosed upon the world.” 


The wasteland hardens into two blocs: In one, rational liberty is pursued 
at the expense of equality and brotherhood. In the other, liberty and variety 
are sacrificed in the pursuit of equality. But each, challenged by the other, 
has incorporated some of the other’s ideals. The struggle between Western 
democracy and Soviet communism is a struggle of the two children of Ration- 
alism who have each run away with one of the features of a brotherly society, 
thus sacrificing not merely the others, but finding its own treasure turned to 
dross. In the West liberty degenerates into licence; in the East, equality into 
uniformity and regimentation. The regeneration of democracy, which implies 
also the reconciliation of West and East, demands a spiritual renewal through 
which the two principles may be re-united in a Christian society—-combining 
equality and freedom. Christian love unites what are opposites in a rationalist 
system: person-society; freedom-order; individual-collective. 

The author, whose learning gives range and whose wide sympathies give 
human depth to the book, does not commit the fashionable fallacy of coupling 
political democracy (A) with free enterprise (a), and economic planning 
(8) with authoritarianism (B). Ba is familiar to historians and was advo- 
cated by the Physiocrats, and Af has been successfully practiced by some 
West-European nations for over ten peacetime years without evidence of 
serfdom. But while the author sees clearly that the economic distinction be- 
tween (a) and (8) does not entail the political distinction between (A) and 
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(B), he does obscure the possibility that the pAilosophical distinction between 
Rationalism (a) and Religion (6) is equally compatible with (A) and (B) 
and with («) and (@). 


Political: Democracy .......... A Authoritarianism ..... B 
Philosophical : Rationalism .......... b 


Heimann suggests that (a) and (b) have political and economic implica- 
tions. Although this is true of his own faith, it is not true of the a-b distinc- 
tion as such. The author’s position is that Aaa is characteristic of the West, 
particularly the United States, and Bga of the Soviet bloc, whereas religion 
raises democracy to a higher level, combining « and §. In fact, however, 
Aab has many fervent advocates, particularly in the United States. BBd is 
the philosophy of the corporate state, and A$d has a strong tradition in 
Britain, stemming from the Christian Socialists, and is still a powerful force 
in both political parties. It is doubtful whether the Christian religion as 
such can be said to provide the basis for any particular brand of society, or 
for any specific political or economic institutions. 

The difficulty lies not only, and perhaps not so much, in the division be- 
tween rationalism and religion, as in the interpretation of what political and 
economic action is demanded by religious beliefs. Walter Lippmann made the 
point brilliantly in his article “Bryan and the Dogma of Majority Rule” in 
1926. The doctrine of equality proceeds from a mystical intuition, but the 
mystical insight soon becomes obscured in practical demands of worldly 
“rights”: 

The mystics were preaching equality only to those men who had re- 

nounced their carnal appetites; they were welcomed as preachers of 

equality in this world. Thus the doctrine that I am as good as you in 
eternity, because all the standards of goodness are finite and temporary, 
was converted into the doctrine that I am as good as you in this world 
by this world’s standards. The mystics had attained a sense of equality 
by transcending and renouncing all the standards with which we measure 
inequality. The populace retained its appetites and its standards and 
then sought to deny the inequalities which they produced and revealed. 


The mystical democrat had said, “gold and precious stones are of no 
account”; the literal democrat understood him to say that everybody 
ought to have gold and precious stones. The mystical democrat had 
said, “beauty is only skin deep,” and the literal democrat preened him- 
self and said, “I always suspected I was as handsome as you.” Reason, 
intelligence, learning, wisdom, dealt for the mystic only with passing 
events in a temporal world and could help men little to fathom the ulti- 
mate meaning of creation; to the literal democrat this incapacity of 
reason was evidence that one man’s notion was intrinsically as good as 
another’s. (Men of Destiny.) ' 


But, as A. D. Lindsay said in his book on The Modern Democratic State, 
“If ‘mystical democracy’ by itself is faith without works, ‘literal democracy’ 
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is works without faith.” Mystical democracy does not tell us what kind of 
institutions a democratic society requires. As soon as we let our faith be re- 
flected in works, differences over the right interpretation arise. I happen to 
agree with much of Heimann’s interpretation; but not so either the Encycli- 
cal Quadragesimo Anno, or the Dean of Canterbury. 

Some of the arguments reach their conclusions by suppressed and un- 
warranted premises. On pages 44-46 Heimann argues that rational individual- 
ism cannot justify moderation and justice towards the vanquished. This 
conclusion is reached by identifying rational individualism with the doctrine 
that self-interest alone counts. On page 51 it is said that the view that 
knowledge is good in itself leads to the experiments of the Nazis with the 
behavior of human beings under torture. The suppressed and unwarranted 
premise is that knowledge is the only good (which is, of course, also incon- 
sistent with self-interest being the only good). We are told on page 9 that 
we find ourselves in a world civil war because there is no world-uniting faith 
—as if nations of the same faith had never fought wars. (Religious wars 
are not mentioned until page 193.) One may also question the thesis that 
liberty is incorporated in the United States, equality in the Soviet Union. 
British visitors to the United States are struck by the amount of liberty 
sacrificed for equality, and in the Soviet Union equality is more ruthlessly 
sacrificed for economic incentives than in the West. 

Finally, in spite of some discussion of the relation between rationality and 
religion, and some important reservations, many will feel uneasy with this 
juxtaposition. The distinction rational-irrational is another one that cuts 
across the distinction religion-secularism. 

PAUL STREETEN 

Balliol College, Oxford 


Economic History; National Economies; Economic Development 


An Economic History of Sweden. By E. F. Hecxscuer. Translated by 
G. Onin. (Cambridge: Harvard University Press. 1954. Pp. xlii, 308. 
$5.00.) 

The late Professor Eli F. Heckscher, one of the outstanding economic 
historians of all times, used his research, his writing and his teaching as 
inseparable parts of a unified approach to the pursuit of knowledge. To his 
mind, both teaching and what he liked to call the publishing of “preparatory 
results,” by bringing him the reactions of his students and of scholarly 
readers to his ideas as they developed, contributed significantly to his scien- 
tific work. His eagerness to teach and his constant desire to inform his col- 
leagues of the progress of his work and its results largely explain the extent 
of his publications—in the newspapers, the journals, and in collections of 
essays—and also explain his practice of publishing, from time to time, ad- 
vance reports on the more important work he had under way. 

The most outstanding example of the publication of “preparatory results” 
was An Economic History of Sweden, the original Swedish version of which 
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appeared in 1941. At the time Heckscher wrote this book, he had already 
been at work for several years on the second of his two major “lifetime” 
works (the first one was Mercantilism): The Economic History of Sweden 
from the Time of Gustavus Vasa, of which two volumes appeared in the 
thirties and the last two, completing the story up to 1815, in 1950. Because 
he believed that it would be unfair to his students and readers to keep them 
waiting for the completion of the great project and because he was anxious 
to have their ideas and suggestions, he interrupted the major undertaking 
in order to prepare a one-volume summary of the whole study, fully realiz- 
ing that he was taking something of a risk of making unavoidable mistakes 
in this sort of advance report. The result was an incomparably good survey 
of the economic development of Sweden. 

During the last years of his life, Heckscher was engaged in, among other 
projects, a comprehensive rewriting of An Economic History of Sweden, 
preparatory to its translation into English. This revision however was only 
completed up to the point in the volume at which the most extensive changes 
were called for in the light of the results at which he had only recently 
arrived in the last volumes of his larger work. Hence the English translation 
which has now appeared is somewhat closer to the original Swedish version 
than Heckscher himself would have liked. The history of the period since 
1914, however, has been completely rewritten by Heckscher’s son, Gunnar 
Heckscher—a rather short but brilliant survey. 

The many economists of other countries who have already become ac- 
quainted with Heckscher’s other works, such as Mercantilism and The Con- 
tinental System, will enjoy this opportunity to renew their acquaintance with 
his writing and his ideas. Actually, they will be able simultaneously to learn 
about the economic history of Sweden as such and about Heckscher’s particu- 
lar point of view with regard to history and economic growth. 

It might be argued that Heckscher could never forgive King Gustav I 
(who lived about 1500) for having read Adam Smith so badly. For Heckscher 
was a child of the latter part of the 19th century, trained in the Smith- 
Ricardo-Malthus-Darwin tradition. He did not, of course, regard all in- 
tervention of the state in economic life as dangerous; but he did believe—if 
I may risk some oversimplification—that intervention should only be for 
the purpose of establishing a free order and of maintaining a liberal economy, 
by forbidding monopolies and cartels and by maintaining trade free of con- 
trols and imposed barriers. 

To a certain extent, as a matter of fact, he was interested in the periods 
in which the economy was a regulated one—that is, all periods with the 
exception of about 1850 to about 1914 (or perhaps 1929)—from a special 
viewpoint: how did the wrong policy work, in spite of che fact that it was 
wrong? 

In so far as this oversimplification of Heckscher’s fundamental bias is a 
correct statement, An Economic History of Sweden is also a good study in 
the history of economic doctrine: it is, itself, an outstanding example of the 
best of classical economic thought, with its simplicity and rectilinearity, 
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which doubtless made it a more comfortable tool—even if not a more useful 
one—for the study of long-term dynamic economic and social growth than 
more modern and more complicated theories. 

The present English translation of this brilliant, inspired and inspiring 
book has been ably done by Goran Ohlin, a former student of Heckscher’s, 
in collaboration with Alexander Gerschenkron. The latter has also provided 
a short biography of Eli Heckscher, which is (along with an article by 
Arthur Montgomery in Ekonomisk Tidskrift, September 1953) an outstand- 
ing one among those that have been written about him. 

Kurt SAMUELSSON 

University of Stockholm 


America’s Needs and Resources, A New Survey. By J. FREpERIC DEWHURST 
and Associates. (New York: Twentieth Century Fund. 1955. Pp. xxix, 
1,148. $10.00.) 

This volume, like the original published some eight years ago, is a con- 
siderable achievement. The first edition dealt with the “swift transition” 
from a “subnormal prewar economy to a full-scale war production, the grow- 
ing civilian shortages, and effects of these developments on the postwar 
economy.” The “New Survey” is an enriched account of the American econ- 
omy during the “phenomenal postwar boom” which is characterized, perhaps 
prematurely, as ending with the recessionary movement in mid-1953. It 
presents for 1950 and 1960 a cross-sectional view of the American economy 
and its major segments of consumption, investment, and government. In 
addition to its wealth of detail, the new edition has the great value of pre- 
senting in a consistent way both a “demand” and a “needs” picture of the 
national economy for 1950 and for 1960. Unity is given to the book by re- 
quiring the author of each chapter, working with common estimates of pop- 
ulation and labor-force growth and productivity increase, to come out with 
demand and needs statistics which would fit with national estimates of in- 
come and expenditure. One wonders, however, just how the aggregative pro- 
jections for 1960 and the sum of the segment projections were brought into 
alignment. 

The book has close to 1,200 pages, including 26 appendices, 352 tables, 
105 figures, an index running to 23 fine-print pages, and an ingenious 
national-income flow chart inside the front and back covers. There are 27 
distinguished authors, and the book weighs five pounds (which anyone would 
surely know if he had carried the book around all summer as I have). 

J. Frederic Dewhurst, editor and principal author, writes in the preface, 
“The present survey finds its major focus in the phenomenal postwar boom, in 
the long-range upsurge of the economy which this latest boom accentuated, 
and in the significance of our expanding economy for the future well-being 
of our nation.” Part I of the book deals with basic trends since the second 
world war in population, output, income, and expenditures. Part II sets out 
the consumption requirements for food, clothing, housing, transportation, 
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medical care, and so on. Each chapter ends with the 1950 and estimated 
1960 picture of demand and needs. Part III sets out the capital requirements 
for private productive facilities, urban redevelopment, and land and water 
conservation and development. Part IV deals with government and foreign 
transactions. In Part V the authors back away from the more immediate 
consumption and capital requirements and take a look at the resources and 
capacities which underlie the producing and consuming power of the econ- 
omy. These resources and capacities include the labor force, natural resources, 
agricultural capacity, industrial and commercial capacity, technology, and 
productivity which in a sense is the summation of them all. Part VI is a 
summary. 

The approach and skeleton of the book can be found in Chapter 4, Out- 
put, Income and Expenditures, and in the final Chapter 26, Summary. It is, 
therefore, possible for a person interested only in one or another of the partic- 
ular segments to get an adequate view of the whole scheme by reading these 
two chapters, while he spends most of his time with the special chapters deal- 
ing with subjects of his own interest. 

The picture drawn for 1960 looks like this: population—177 million: 
labor force—72.5 million (unemployment—3.5 million); average weekly 
hours—37.5; productivity increase 1950 to 1960 (private national income 
per man-hour)—725 per cent; gross national product—$370 billion in 1950 
prices (or $415 billion in 1953 prices). Care is taken to point out that each 
of these estimates might be off by quite a bit so that the 1960 GNP could 
range from, say, $315 billion to $440 billion in 1950 prices. The discussion 
of factors and trends underlying these estimates is thorough, as is the dis- 
cussion of estimates in the various chapiers dealing with segments of the 
economy. No doubt experts in particular fields will find points with which 
to quarrel. 

I shall make only a few general comments on the book. The look back- 
ward and the look forward (1945 to 1960), many would think, is rather 
short. This chopped-off view of America’s needs and resources can be mis- 
leading. To take an example, in the summary discussion of natural resources 
the statement is made that “on the whole, it seems clear that we shall not 
be hampered in meeting future needs by a shortage of raw materials.” This 
is supported by trend extrapolation and estimates which run only to 1960. 
The President’s Materials Policy Commission Report (Paley Commission 
Report) which looks ahead to 1975 presents a general conclusion regarding 
the adequacy of materials to meet future needs which is not nearly so com- 
forting as this one. 

A second general point is that the book, while it contains a wealth of eco- 
nomic statistics, economic reasoning, and economic description, gives little 
attention to related political and social factors. This concentration upon 
economics produces its own myopia. For example, and to stay with the same 
summary section on natural resources, it is concluded that it would be wise 
policy “to rely on imports as much as possible in order to maintain our do- 
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mestic reserves of critical minerals. . . .” This kind of policy conclusion fol- 
lows quite readily, almost automatically, from an economic view of the situa- 
tion. But when one digs into the political strength of the domestic petroleum 
and coal industries, for example, one finds a policy conclusion of this sort to 
be shallow and unsatisfying. 

Perhaps the most interesting methodological problem which arises is that 
of trying to estimate needs, and therefore of defining needs, in the numerous 
segments and fields covered. The difficulties involved here are recognized 
frankly, and the architects of the book are to be complimented on their will- 
ingness to deal with them forthrightly. “A standard of living at a health and 
decency level” for the entire population, as these standards are defined and 
worked out with reference to food, shelter, clothing, medical care, education, 
and the rest, is the basis for the concept of needs. Wishing to reduce their 
problem as much as possible, the authors do not tamper with the consump- 
tion patterns and habits of the vast majority of people who already have in- 
comes which enable them to meet minimum standards. Needs, therefore, are 
defined as the consumption, and related capital and government expendi- 
tures, which would make it possible for those below the standard to raise 
their consumption to that level. Opinions naturally will vary as to whether the 
standard set forth in each of the various fields is too high or too low rela- 
tive to others. All that can be said is that the authors have tried hard and, 
in my opinion, have done well with this problem. 

The gap between needs and demands is brought clearly into view not only 
for each of the segments but also for the totals. An estimated gap of about 
$50 billion in 1950, according to the book, could be cut in half by 1960. There 
is little or no analysis of the means by which the gap might be closed. The 
most striking part of the gap, in percentage terms, is in government capital- 
goods expenditures, and testifies to the need for more public highways and 
public schools. 

Although the text of the several chapters of the book is uniformly clear, 
there does seem to be a good deal of repetition. Part of this is the result of 
several authors independently covering the same points in more or less the 
same way; and part of it comes as a result of summaries upon summaries. 
I think the book could have been made shorter by deleting or condensing 
much of the text which merely “writes out” tables and charts. Incidentally, 
the charts are attractive and revealing. The problem remains of an out-of- 
date (1950) price and cost level in which all the estimates are presented. 

On the whole I would want to leave the impression that the New Survey 
retains the cohesive and comprehensive structure of the first edition. A num- 
ber of improvements have been added, especially in the reorganization of 
several of the chapters and in the presentation of new material on technology 
and productivity. The adjective “monumental” still applies, a feature of the 
book which already has been recognized widely by economists, businessmen, 
and the interested public generally. 


Joseru L. FISHER 


Washington, D.C. 
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Financing Economic Development. By BENJAMIN HIccINS and WILFRED 
MALENBAuM. (New York: Carnegie Endowment for International Peace. 
1955. Pp. 64. 25 ¢.) 

In the preface to this monograph the editor states that the “economic de- 
velopment of underdeveloped areas, and in particular the problem of its 
financing, has in recent years become one of the controversial and burning 
questions in the international field.” The chief merit of the work of Higgins 
and Malenbaum is that they are able to present a summation of much of 
the work in the field without becoming involved in several unresolved con- 
troversies. At the same time the authors have managed to give a succinct 
account of the problem, and much of what they have to say will be accepted 
by the majority of the workers in the field, although many of them will have 
reservations regarding the emphasis given in the text. 

The monograph is presumably addressed to intelligent laymen without 
any special background in economics in general and in the area of economic 
development in particular. Students of problems of economic growth will 
find little that is new in the study, though they cannot fail to be impressed 
by the lucidity and organization that permitted the authors to reduce an 
immense subject to a 64-page pamphlet. It is evident that behind the authors’ 
quiet assurance and authoritative assertions lie a mastery of the pertinent 
literature and considerable experience. Higgins did his field work in Indo- 
nesia and Libya; Malenbaum in the State Department and in connection 
with the Colombo Plan. 

This reviewer was particularly impressed by the brief but excellent treat- 
ment of monetary and fiscal policy appropriate to underdeveloped areas, with 
the discussion of “tax capacity” and with the analysis of the work of the 
Export-Import Bank and the International Bank for Reconstruction and 
Development. The very nature of the study prevented a more adequate treat- 
ment of many topics, and many readers may be annoyed by the summary 
treatment accorded the problem of capital-intensive versus labor-intensive 
investment (the authors favor the latter) and the issue of inflation as a de- 
velopment weapon. 

The chief shortcoming of an otherwise admirable effort to popularize the 
vexing problem of financing economic development lies in the treatment of 
domestic means of financing. The authors assume that a shortage of volun- 
tary savings is one of the chief obstacles, and it cannot be denied that this 
is true in many countries. In certain areas, however, particularly in Latin 
America, the ratio of saving to income compares favorably with that in many 
industrial countries, and it is arguable that the rate of capital formation 
could be increased by channeling these savings into more productive invest- 
ments. If it is realized that the problem of the allocation of saving and in- 
vestment is of crucial importance, the cursory treatment given in the text to 
internal savings and credit institutions does not appear justified. In particu- 
lar, it is to be regretted that no attention is given to saving instruments as 
contrasted with saving institutions. The Pakistani Industrial Corporation, 
the Mexican Nacional Financiera and the Japanese Mujin companies can 
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point to a considerable measure of success in attracting savings and encourag- 
ing productive investments largely because they have developed instruments 
and methods that are attractive to savers and investors under the conditions 
prevailing in those countries. 

Only brief mention is given to the proposed International Finance Corpora- 
tion. The authors tend to favor a Special United Nations Fund for Economic 
Development (SUNFED) and present a strong case in its favor. 

ALEK A. ROZENTHAL 

University of Minnesota 


Statistics and Econometrics 


Input-Output Analysis: An Appraisal. National Bureau of Economic Re- 
search, Studies in Income and Wealth, Vol. XVIII. (Princeton: Prince- 
ton University Press. 1955. Pp. x, 371. $7.50.) 

The 1952 Conference on Income and Wealth had two purposes: (1) to 
disseminate information on input-output techniques, particularly in the light 
of the large interindustry study just completed by the U. S. government; and 
(2) to assess the potentialities of the input-output approach. The present 
volume contains five papers (and ten comments) concerned mainly with 
evaluating the method, and three which discuss the accounting aspects of 
the system and data availability. A collection of papers on the U. S. 1947 
study is published as a technical supplement. 

The first objective is satisfactorily achieved. The papers of Moore and 
Christ are particularly to be recommended as impartial introductions to 
input-output theory and practice. One might complain of the extensive over- 
lapping among all the papers, but perhaps this is inevitable in a new field 
where each author feels it necessary to define his frame of reference. 

This review will be devoted to the second purpose of the Conference, 
which led to a controversy pervading almost all of the discussion. The issues 
may be sharpened somewhat by considering first the merits of input-output 
as a theoretical system and then its value as a guide to empirical research 
and practical decisions. 

As Vining points out (p. 38), any formal theory is constructed by select- 
ing certain observed regularities in a given body of data and deducing their 
logical implications, thereby suppressing other effects. Input-output is essen- 
tially a special theory of production for an entire economy in which the func- 
tional relations between factors of production and output are simplified to 
permit empirical study of a large number of sectors together. In terms of a 
more general theory of production for each industry, input-output takes 
relative prices as given and is therefore concerned only with movements along 
the (short-run) expansion line. If only one observation is available from which 
to estimate this function statistically, it is usually assumed to be a straight 
line through the origin. More observations would permit two-parameter or 
three-parameter functions to be fitted without affecting the basic theory. In 
contrast, partial equilibrium analysis takes the output (or incomes) of 
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users as given and therefore is primarily concerned with changes in demand 
for inputs resulting from movements along a given isoquant (or indifference 
curve) in response to changes in relative prices. 

It is claimed by various critics, notably Vining and Friedman, that input- 
output is bad theory because it makes simplifying assumptions which are 
the opposite of those of traditional partial-equilibrium analysis. As Christ 
points out, this is not an issue which can be settled a priori, however, since 
the answer depends on which type of variation is more important in a 
specific case. It is the merit of Leontief’s formulation to have simplified the 
Walrasian system to an extent which permitted an empirical counterpart to 
be constructed while retaining the most important source of variation in 
output in many sectors. Recent developments in linear programming permit 
account to be taken of substitution within the input-output framework when- 
ever sufficient information is available (e.g., Moore, p. 228). 

A second argument of the critics is that, since the assumptions of input- 
output seem less plausible on a priori grounds, its usefulness depends en- 
tirely on its success in prediction. I would suggest, however, that input-output 
has the same value as other economic abstractions in permitting us to ex- 
plore a single set of relationships in isolation. Most of Leontief’s studies, 
such as that of the total employment produced by exports, are of this nature. 
The ceteris paribus assumptions of such an analysis are no more restrictive 
than those of the typical application of value theory or income analysis. 
This type of exploration of the existing economic structure, however, should 
not be confused with prediction. 

Since the present assumptions of interindustry analysis are best interpreted 
as working hypotheses pending further empirical study, it is hard to under- 
stand Friedman’s objection that the introduction of more complicated tech- 
niques (e.g. linear programming) would represent a “retreat” which “means 
that this particular simple hypothesis has been a failure” (p. 171). It has been 
the fate of all the fruitful simple hypotheses—the consumption function, the 
acceleration principle, etc.—to give way to more complicated formulations as 
soon as they have been subjected to empirical study. The value of the simple 
hypothesis is that it serves as an initial guide to such studies. 

The charges brought against the practitioners of input-output are, to my 
mind, more valid than the theoretical objections. The most serious (from a 
scientific point of view) is probably that the government agencies devoted 
substantial resources to the implementation of a large-scale empirical model 
whose basic assumptions had been inadequately tested. More attention to 
testing the form of the input-output relationships might have led to a revision 
of the model or (according to the critics) to a rejection of the method entirely. 
The spokesmen for the government agencies concerned did not answer this 
charge at the Conference because of security restrictions on some aspects of 
the tests which were made. Since then, some of the results of an over-all test 
of the 1947 matrix (p. 166) have been released and show a much better per- 
formance by the input-output model—both absolutely and relative to other 
methods—than did the tests of the 1939 version which were then available. 
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I would agree with Christ and Henderson, however, that studies of individual 
input-output relations over time would be more useful in improving the analy- 
sis than further indirect tests of the system as a whole, since the results of 
such tests are open to different interpretations; in fact they are essential to 
resolve the questions of statistical method raised by Vining." 

Fears were expressed at the Conference that input-output would be ap- 
plied to uses for which it is not suited. These may have been justified in the 
light of ungarded statements by spokesmen for the government project else- 
where, but it is hard to substantiate them in the proceedings of the Confer- 
ence. The following types of use have been suggested: (1) Improvement of 
statistical estimates; (2) Analysis of the existing economic structure; (3) 
Development and execution of government policies and programs; (4) Fore- 
casting. The value of the input-output model in improving social accounting 
was generally accepted although there was some difference of opinion as to 
the possibility of integrating it into national income accounting. The second 
use has been indicated above. 

Much of the attention of the critics was given to defects of input-output as 
a tool for forecasting, as shown by the tests which had been made of the 1939 
matrix. However, Evans and Hoffenberg, directors of the Bureau of Labor 
Statistics project, point out that the government proposed to use the method 
primarily to explore the implications of alternative policies. I would agree 
with Henderson that input-output is likely to prove more useful as a tool for 
planning and policy analysis, where some elements of the system can be 
specified and a useful result does not require an accurate forecast of all ele- 
ments of the system. The greater the expected departure from the existing 
composition of demand, the greater the advantage of the interindustry ap- 
proach is likely to be, since alternative methods (e.g., regression analysis) 
cannot be relied upon outside the range of past observations. Conversely, the 
inclusion of (aggregate) structural change in regression analysis, and its 
ability to utilize recent data more readily, suggest an advantage for the latter 
in both planning and forecasting when the composition of gross national 
product is not expected to change too much. 

It seems strange that the Conference should have completely ignored devel- 
opments outside the United States. At least ten countries now have active 
input-output units, public or private, and their aggregate experience may 
exceed that of the United States, where the government program was radi- 
cally curtailed in 1953. It is notable that the European conferences on input- 
output analysis in recent years—at Driebergen, Varenna, and in the Organiza- 
tion for European Economic Cooperation—produced much less controversy 
than did that reported here, perhaps because European operations have been 
on a smaller scale and are more frankly experimental. If the U. S. agencies had 
been able to concentrate more on testing the model and to avoid giving the 
impression that the technique was ready for large-scale use, they might have 
secured more general support. The work done has, however, shown the inter- 


*Hurwicz gives an excellent summary of the statistical issues involved in his review 
article, “Input-Output and Economic Structue,” this Review, Sept. 1955, XLV, 634-36. 
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industry approach to be much more flexible than a formal statement of the 
Leontief model would indicate. It is to be hoped that research in this field 
will be resumed by the government, which is the only agency with, sufficient 
resources and access to the basic data to carry on large-scale empirical studies. 
Hotiis B, CHENERY 
Stanford University 


Graphic Analysis in Economic Research. By Freperick V. Waucu. U. S. 
Department of Agriculture, Agricultural Marketing Service Handbook 
No. 84. (Washington: Supt. Docs. 1955. Pp. 63. 40¢.) 

This monograph is a timely reminder that high-powered mathematics is 
not vital to many aspects of economic research but can be replaced by 
diagrammatic methods. Even those who are well versed in econometrics 
and statistics will benefit by reorienting themselves to the graphic technique 
so as to be warned of logical or empirical pitfalls that may not be immedi- 
ately evident in their calculations. In reality, of course, such diagrams, most 
of which are concerned with functional relationships among variables, are 
mathematical. 

The thirty-one graphs encompassed in this short handbook illustrate seven- 
teen different types of method. Most of the examples are chosen from the 
agricultural field (e.g., “Cycles: Hog-Corn Price Ratio and Hog Slaughter’’) 
but can be easily interpreted for other economic problems. Newer analytical 
techniques and their relationship to actual data are suggested by graphs of 
indifference curves and linear programming. As well, curvilinear charts are 
presented demonstrating ways especially useful to the nonmathematically 
inclined for determining marginal costs and returns and other types of dif- 
ferentiation with reasonable accuracy without the use of calculus. 

Multiple regression analysis is often avoided by the nonmathematical 
analyst because of the difficulty in handling several variables. Waugh, follow- 
ing the Bean method, shows how the functions in a relation of the order 
Xo = f1(X1) + fe(X-) can be estimated, The more difficult determination of 
general relationships for three variables is demonstrated by a “physiographic 
map” (three-dimensional joint regression chart) using isoquants, a relatively 
easy and practical way of showing how changes in two variables will affect 
a third variable. 

An error in terminology in cumulative frequencies must be noted. A curve 
relating dollar income on the X-axis and percentage of families on the Y-axis 
is referred to (pp. 6-7) as a Lorenz curve. Actually, this is clearly a “‘less- 
than” type of ogive with one axis measuring percentages. On the immediately 
following page, we see a true Lorenz curve with “percent of farms” on the 
X-axis and “sales, percent” on the X-axis with a proper diagonal line of even 
distribution, but we are advised that: “We have just discussed the Lorenz 
curve. We now consider a somewhat different type of curve which is often 
useful” (p. 8). 

This book should fulfill the author’s wish that it will encourage the 
econometrician to discover that “. . . the greatest value of graphics is in 
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making a quick preliminary analysis of a problem to determine which vari- 
ables to include and what kinds of mathematical functions to use” (p. 2). 
Further, it should remind us of the basic values of diagramming in helping 
us to think more clearly and logically. 
Howarp L. BINKLEY 
Hanover College 


Business Fluctuations; Prices 


The Great Inflation 1939-1951. By A. J. Brown. (New York and London: 
Oxford University Press. 1955. Pp. xii, 321. $4.80; 30s.) 

Professor Brown has chosen to bite off a chunk so large that a lesser man 
would almost certainly have choked on it. His theme is the world-wide infla- 
tion of 1939 to 1951, “the first sustained period of full employment in the 
history of industrial civilization,” and this at times lands him in the midst of 
the inflationary experiences of about fifty countries. With virtually the entire 
world as his domain, Brown has set out to see whether the facts of inflation 
fit the economists’ theoretical formulations about them. As a result, the reader 
has the opportunity not only to find out what happened during these years 
but also to pick up a good deal of recent theorizing about what should have 
happened. Although Brown correctly, I believe, implies that the book is not 
“one of the rare masterpieces of broad economic interpretation,” still it is a 
fine job and a significant contribution to inflation analysis. 

When the community desires to spend more than its current income, the 
author states, it is possible for prices to rise inordinately. There are two main 
questions to be investigated. First, what gave rise, in various countries at 
various times between 1939 and 1951, to the excess of planned spending over 
current incomes? Second, given this excess, what was the mechanism of infla- 
tion? Was there open or repressed inflation? What was the relation between 
prices and wages? Between liquidity and spending? After an initial, broad 
statement on the nature and sources of inflation, many of the answers to the 
first question are presented in the second chapter, which gives a chronological 
account of the inflationary years. The remainder of the book is largely devoted 
to the second question. Since the rise of public expenditures was a major 
cause of inflation during the early years of the period, the author analyzes 
the relation of these expenditures to national money income. This is followed 
by a discussion of various aspects of the price-wage spiral, of hyperinflation, 
and of the relation of interest rates and then excess liquidity to inflation. A 
chapter on the international aspects of inflation completes the book, except 
for a summary statement. 

With respect to the relation of public expenditures to national money in- 
come, Brown concludes that “the approach to the events of the war and the 
immediate post-war years through the theory of the ‘multiplier’ is of very 
limited usefulness.” This is attributed to the instability of the marginal pro- 
pensity to consume, which in turn was due to the inflexibility of supplies and 
prices. But the analysis appears to be faulty at one point and incomplete at 
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another. Following Brown’s assumptions (p. 57), but dealing with a closed 
economy, the relevant formulation should be: AA/AY = s(1—~r), or 
AA/Y = s(1 — r)AY/Y, where A is the sum of the government deficit and 
private investment (which Brown calls nonconsumption expenditure), Y is na- 
tional money income, s is the marginal ratio of private saving to disposable 
income, and 7 is the marginal ratio of taxes to national money income.’ 
However, Brown has chosen, incorrectly it would appear, to investigate 
the relation between the rate of growth of income and A/Y, rather than 
AA/Y (see pp. 59-73). The two would amount to the same thing only if 
AA/A had been constant over the period, which probably was far from true. 
Moreover, Brown assumes that the relation between the government deficit 
and income is independent of changes in r—or, rather that the error in ignor- 
ing such changes is not very great. This is certainly a poor assumption, since 
it is equivalent to saying that it is perfectly all right to ignore the multiplier 
effects of (marginally) balanced budgets during a period when both tax rates 
and government expenditures were raised manyfold. A more complete analysis 
would have allowed for changes in both s and r in accounting for fluctuations 
in the ratio of nonconsumption expenditures to income. As it stands, s is 
saddled with the entire burden for such fluctuations. 

Increased public expenditures (and other spending) may give inflation a 
momentum of its own through the operation of the price-wage spiral. Brown 
believes that the growing tendency for prices to be fixed in relation to costs 
of production and for wages to be set in relation to consumer-goods prices 
“constitutes the most persistent and troublesome inflationary threat facing 
the western world,” a view that many readers will consider exaggerated. Ac- 
cordingly, about a third of the book is devoted to spiral problems, including 
methods of control. There are interesting sections on means of financing the 
spiral, the relation of wage-rate changes to the level of unemployment, the 
share of wages in national income during various phases of inflation, and the 
several time-lags within the spiral. These discussions generally commence 
with excellent theoretical statements and end with the presentation of relevant 
data, which often lead to modifications of the original statement. In the book’s 
final chapter, the author returns to the “threat” and suggests various means 
of thwarting it, including world-wide price stabilization schemes and altera- 
tions in the wage-determining machinery. 

There are two chapters on domestic monetary policies. Brown begins by 
noting that the price upturn during 1939-1946 “is the only major one in his- 
tory which has been accompanied by an interest-movement in the opposite 
direction.” This is initially explained by the sharp increase in the ratio of 
money (currency and demand deposits) to national income growing out of 


*The equation is derived as follows. Let: G = government expenditures for goods and 
services, 7 = government tax receipts, S = private saving (personal and business saving), 
I = private investment, D = disposable private income, and Y = national money income. 
Then, A(G—7) + Al1= AS. But AS=sAD, and AD=(1—r) AY. Thus, A(G—T) 


A(G—T) + Al 
+ Al = s(1—r) AY, and =s(1l—r) AY/Y. 


| 


190 THE AMERICAN ECONOMIC REVIEW 


the disequilibrium system, which in turn was not effective in preventing some 
price rises. It is shown, however, that this explains only about a half of the 
interest-rate movements. Following other investigators, Brown notes that a 
beiter explanation (at least for the United States) of these movements is in 
terms of the ratio of idle money (including time deposits) to total debt hold- 
ings. For example, a fall in the ratio would tend to raise bond yields. But 
why stop with time deposits? If mutual savings deposits, savings and loan 
shares, and so on are to some degree substitutes for commercial bank deposits, 
their increase implies a reduction in demand for bank deposits, so that given 
the supply of the latter, bond yields will tend to be lower. Thus, large pur- 
chases of securities. by life insurance companies may lower bond yields, and 
this will be reflected in the rise of policyholders’ equities in the companies. 

Brown’s contention is that interest-rate movements from 1939 to 1951 
probably had little effect in most countries on the rate of private spending. 
On the other hand, “the existence of a high level of liquidity has probably a 
far better claim than the existence of low interest rates, which generally goes 
with it, to be regarded as a circumstance favouring income inflation.” He also 
notes that the reduction in liquidity in many countries by 1948 was probably 
partly responsible for the subsequent recession of economic activity. Finally, 
Brown considers the relation of liquidity to work incentives, and concludes 
that apart from extreme cases, e.g., Germany, there seems to have been no 
traceable relation between changes of liquidity and changes of output. 

It would be easy to go on and on; there is a challenging problem on almost 
every page. As a further inducement, I might add that Brown writes excep- 
tionally well. Finally, for those who like good theory combined with good 
empiricism, this is by all means the book. 

Joun G. GURLEY 

The Drookings Institution 


Economics and Action. By Pierre Menpés-FrANCE and Gasriet ARDANT. 
(New York: Columbia University Press. 1955. Pp: 222. $3.50.) 

The purpose of this book (the first in the Science and Society series of 
UNESCO) is “to make the progress in economic analysis comprehensible to 
men who are not economic and financial experts” and “to show the importance 
of economics by concrete examples, taken from the history of the last thirty 
years,” of both “hasty, empirical policies—or policies based on error” and 
policies “inspired by . . . advances made in economics during this period” 
(pp. 7, 16). 

The study is concerned chiefly with problems of full employment and 
optimum resource allocation. The development of employment theory and 
full employment policies, including reviews of policies in the ’thirties in 
countries of N.W. Europe and the United States, occupy seven chapters. In- 
flation is discussed in Chapter 8 and subsequently. But it is not certain 
that the common reader will get sufficient help towards understanding its 
nature and causes and, hence, the appropriateness of various anti-inflationary 
policies. It is suggested that “during inflation there is full employment in all 


«|, 
4 
8 
nin 


BOOK REVIEWS 191 


sectors”; that “all who depend on fixed incomes are ruined, whereas people 
who hold real values see their incomes increase”; and that “an increase of 
prices, whilst reducing the demands of one class of the population, raises 
those of the producers and intermediaries, whose incomes rise in proportion 
to the rise in prices” (pp. 151, 97, 139). Also, inflation is treated throughout 
as an evil consequence; while under pressure, for instance, of a heavy war 
effort it may become a policy—the expectation being that admitting some 
inflation through the front door will, in the end, be less inflationary than 
relying more heavily on taxation or other measures. 

Rationing is given a prominent place among the measures for fighting 
inflation (pp. 107-8, 111, 127-28). However, the common reader should be 
warned that rationing is a means of ensuring an equitable distribution of 
certain goods temporarily in short supply, and that it helps to fight inflation 
only indirectly: by keeping up efficiency and incentives and by preventing 
rises in the cost of living and consequent claims for wage increases. At the 
expense of oversimplification one may say that rationing failed in recent 
periods in several European countries because inflation was not successfully 
fought, rather than that inflation flared because rationing failed. 

Three chapters deal with problems of forecasting and coordination in the 
application of full employment policies, the employment question under a 
“collectivist regime,” and the “future of the full employment policy.” The 
authors note that in order to forecast private investment the expert estimates 
the future rate of interest and the “prospective profit,” and they mention 
indiscriminately factors which may affect the latter in the short and long 
period; also, that in forecasting “the size of the balance of accounts” the ex- 
pert considers “the gap between home and foreign prices,” the “customs 
policy, foreign currency holdings, etc.”—with changes in incomes perhaps 
being included anonymously in the last item (p. 119). it is not certain that © 
this discussion will inspire the reader with much confidence in the expert. In 
Chapter 11 there are a few sweeping generalizations, which however, run 
throughout the current literature: for instance, the view that the wealthiest 
countries have “the strongest inclination to save” and hence need investment 
outlets abroad (p. 154). Throughout Part I the authors have drawn heavily 
on Anglo-Saxon economic theory and practice. But in the economic and 
monetary disorders of the recent war and postwar years in some European 
countries psychological factors, lack of confidence, international instability, 
domestic political uncertainty and the like probably played a significant role, 
and one might have expected French economists to discuss these factors. 

Problems of optimum allocation of resources are discussed in Part II: 
theoretical aspects of consumer choice and allocation of resources in produc- 
tion, and problems of imperfect competition and related public policies, in 
five chapters, and problems of production, management, efficiency and pricing 
in state enterprises in three chapters. 

In a book addressed to the nonspecialist important topics which often 
puzzle him might have been discussed more thoroughly: for instance, the effec- 
tiveness of credit policies under different economic circumstances and the pros 
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and cons of different wage policies. The discussion of fiscal policies does not 
indicate clearly when and why a budget deficit may be inflationary; and it 
leaves the impression that taxation, or a balanced budget, is never infla- 
tionary. Another important element in teaching economics to the common 
man is the distinction of short-run from long-run aspects of various problems 
and policies. For instance, price control may have important short-term ad- 
vantages and long-term disadvantages. The public is not usually inclined to 
make this distinction, and people who wish to champion one policy or another 
may purposefully neglect it. Further, attention might be drawn to the variety 
of institutional, political, social and other conditions in the various countries. 
Probably during the recent war and postwar years in several European 
countries it was not the use, but the choice, of controls that was unsuitable 
to local circumstances. The authors are inclined throughout to emphasize the 
distinction between Jaisser-faire and government intervention and the im- 
portance of being thoroughly acquainted with economic theory. Yet in many 
of the cases considered (for instance, the employment policies of some Euro- 
pean governments in Chapter 6) the question is rather one of appropriate or 
inappropriate government intervention; and since various policies may serve 
different sectional interests, application of a certain policy need not neces- 
sarily reflect ignorance of the latest developments in economic theory. 

There are formidable difficulties in writing a social science primer for an 
international public: the background common to author and reader is very 
limited; the gaps to be filled in the various national literatures are of different 
size; and the difficulty of securing expert translation is often great. Within 
these natural limitations of their assignment Mendés-France and Ardant have 
made a valuable contribution to the understanding by the public of the in- 
fluence of economic theory in the solution of problems of political economy. 

S. G. TRIANTIS 

University of Toronto 


Canada and the International Business Cycle 1927-1939. By Epwarp Marcus. 
(New York: Bookman Associates. 1954. Pp. vi, 211. $3.75.) 

This book attempts to pick a causal trail through the maze of events that 
led to the boom and collapse of 1929, sparked the recovery that followed, and 
led finally to the recession and recovery of 1937-38. 

Briefly, the author argues that the Canadian economy began its downswing 
in 1929 “several months before the end of the American prosperity” (p. 11). 
This downswing, in turn, was the cumulative effect of successive declines in 
three sectors of the economy: lower wood-pulp production started the under- 
mining process in 1927; competitive problems in the newsprint industry 
nudged the economy further down in 1928; and finally, by early 1929, a fall 
in wheat and wheat-flour exports depressed farm incomes and dragged the 
economy to the very edge of the abyss into which it was soon pushed by 
events following the Wall Street crash later in the year. 

Recovery in 1930-33 showed less independence of foreign influence. The 
first stimulant was the 1932 upswing in Great Britain and consequent gains 


5 
x 
4 
4 
os 


BOOK REVIEWS 193 


in Canadian wheat exports. This provided only for a leveling off in 1932; 
but, with the 1933 upturn in the American economy, wood-pulp and news- 
print exports provided the needed impetus for Canadian revival. 

The recovery period, 1933-37, is described almost entirely as it was reflected 
in a convenient mirror: the Canadian balance of payments. Exogenous factors 
again dominate the Canadian cycle: higher tariffs in non-Empire countries, 
Empire preference (not a little endogenous), and “the better recovery of the 
British economy” (p. 124). The laggards here were wheat and wheat-flour 
exports and net foreign investment (fixed-interest and direct) in Canada. 
Even the section labeled “Domestic Activity,” after a brief discussion of 
banking, concentrates on mining, wheat, pulp and paper—all important export 
industries. 

The recession of 1937, like that of 1929, was preceded by “advance warn- 
ing signs for Canada”: notably in the indices for wheat and paper. But when 
the American turndown did come the effect on Canada was moderated by 
continued strength in newsprint exports to American publishers anticipating 
a price rise, and in exports to overseas countries anticipating war. The Ameri- 
can recovery during 1938 and continued growth in overseas exports combined 
to put Canada into a strong upswing that preceded, and of course was greatly 
accelerated by, the outbreak of war. 

I do not propose, in a short review, to quarrel with Marcus’ use of statistical 
data in defining turning points, or with his causal interpretation of certain 
changes in his indices. I am not sure, for example, how much the decline in 
wheat exports can safely be left to lie on the collective conscience of the 
Wheat Board. But these are matters which can be the source of fruitful con- 
troversy. I have two main criticisms: one general, the other specifically con- 
cerned with the author’s theoretical position as stated or implied, especially in 
his final chapters (Ch. 8, “Canadian Fiscal Policy,” and Ch. 9, “Some Theo- 
retical Considerations of the Study”’). 

My general criticism is that the book, though not long, is nevertheless 
repetitive. Both in organization and in presentation, it could stand a good 
deal of tidying up. This fault can be explained, and excused in part, by the 
author’s use of the organizational device of first presenting the argument in 
bold strokes, followed by a slower and greatly detailed coverage of the same 
ground. But I think the more serious difficulty lies in a general propensity 
towards untidiness in argument and exposition that detracts unnecessarily 
from an otherwise interesting and conscientious piece of work. For example, 
he says (p. 42): “. .. the drop in newsprint prices resulted only in curtailed 
revenues for the manufacturers, rather than a jump in unit sales.’’ Almost 
immediately afterwards (p. 43) he says: “Despite the price drop, the value 
of newsprint exported to the United States rose from $114 million in 1927 
to $124 million in 1928 and $129 million in 1929; the volume rose from 1.7 
million tons in 1927 to 1.9 million in 1928 and 2.2 million in 1929.” But still 
later (p. 103), writing about the 1930-37 period, he says: “Moreover, since 
newsprint—a large part of the exports to the United States—did not respond 
to price reductions (i.e., a very inelastic demand), this one area (the United 
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States) whose purchases might boom because of the currency discount, would 
probably not prove to be too helpful.” There are ways of reconciling these 
three passages, but not without a considerable revision of the general argu- 
ment! 

My specific criticism might perhaps be considered unfair in a book in which 
“the emphasis throughout has been on the empirical rather than the theoreti- 
cal aspects” (p. v.). Nevertheless, I believe that the contribution which 
Marcus’ study could make to the analysis of the international transmission 
of cyclical influences may be impaired by certain theoretical weaknesses ap- 
parent in his concluding chapters. 

I shall confine myself to the two points that caused me greatest concern. 
First, his statement of the cash contribution of the government to national 
money-income flows is oversimplified. Second, his statement of the cash con- 
tribution of the international sector to national money-income flows is inade- 
quate and naive. 

In evaluating the expansive effect of a government deficit he assumes that a 
balanced budget is neutral—a highly special case of Haavelmo’s theorem 
(itself a special case) involving (1) no shift in the consumption function due 
to taxes and expenditures: (2) a marginal propensity to spend of one for that 
part of private income which is taxed away. He then defines the “net addition 
to spending power” produced by a deficit as “the banks’ holding of all govern- 
ment obligations less the bank deposits of governmental units” (p. 180). As 
a working device he uses an “index of government-derived deposits” computed 
from “the chartered banks’ holdings of government securities and: loans to 
governmental units” (p. 181). Marcus admits (p. 181) that open-market 
purchases by the chartered banks could increase bank holdings of government 
securities even in the absence of a governmental deficit. But what if the secur- 
ities, or the “derived deposits,” or both go to the Bank of Canada? This 
suggests a further objection to his original definition of the “net addition to 
spending power.” In that definition he does not specify whether or not his 
“bank deposits of governmental units” include deposits in the Bank of Can- 
ada; but his “index of government-derived deposits” suggests that he is 
thinking only of deposits in chartered banks. Government deposits in the 
chartered banks may increase because of shifts of government deposits from 
the Bank of Canada. This, of course, is inflationary, not deflationary: every 
dollar so shifted adds a dollar to chartered-bank reserves with the appropriate 
multiplier in terms of potential credit creation. Of course, if he means all 
deposits of governmental units, including deposits in the Bank of Canada, 
his definition, but not his index, would make more sense. The division of 
government deposits between the Bank of Canada and the chartered banks is 
deliberately managed so as to offset the inflationary or deflationary effects of 
maturities or new issues on chartered bank cash; but shifts of government 
deposits are also used as substitutes for or supplements to other devices for 
affecting chartered-bank cash reserves, and, in these cases, the original objec- 
tion still holds. 

With regard to the cash contribution of the international sector, the author 


§ 
+ 
4 
ag 
= 
le 
i 
a 
‘ 
4 


BOOK REVIEWS 195 


says: “looking at the size of the domestic spending stream, it is the trade 
balance, rather than exports alone, that matters. . . . Hence, as our expan- 
sionary index, it was necessary to add to ‘government-derived deposits’ the 
visible trade balance” (p. 182). One wonders whether the author would con- 
clude that a doubling of the visible surplus would be inflationary if meanwhile 
export and import items had declined by about 50 per cent! (Perhaps we 
should apply Haavelmo’s theorem to international trade.) But why visible 
trade only? Even the current-account surplus or deficit would not be sufficient. 
The cash contribution of the international sector is certainly more (or less) 
than the current account can possibly show. How would Marcus assess the 
present cash contribution of Canada’s international transactions? As a nega- 
tive item because of the visible-trade and current-account deficits? Surely the 
most spectacular capital inflow in recent history affects not only (and obvi- 
ously) the exchange rate, but also money-income flows within the Canadian 
economy! 

In view of the indices used, it is little wonder that Marcus is forced to con- 
clude that, with a one-quarter lag, “the government contribution varied with 
manufacturing production in only eight out of 27 quarters, or less than one- 
third; the visible balance and manufacturing production varied together in 
only 11 out of 27 quarters, and the four combined with manufacturing pro- 
duction in only ten months out of 27 quarters” (pp. 185-86). Using a one-year 
lag, he finds that the figures are respectively: 14 out of 24 quarters, 18 out of 
24 quarters, and 14% out of 24 quarters. This leads him to remark: “Again, 
it can be concluded that the government deficit as an influence on the course 
of economic activity was not too important, and certainly less influential than 
the visible trade movements” (p. 186). In view of the indices used, signifi- 
cantly better results would be cause not only for astonishment but for some 
alarm! 

I realize that simplification has to be made in order to arrive at useful 
indices. However, I do submit that both of Marcus’ indices suffer from over- 
simplification, and that the greater, and least excusable, oversimplification 
occurs in the index that apparently turned out best; viz., the visible-trade 
index. Nevertheless, I doubt that this slight degree of correspondence is suffi- 
ciently nonaccidental to counter the charge of analytical weakness! 

I look forward to future contributions in a field so important to Canada; 
and I am sure that after a promising if sometimes faltering start, Marcus, 
will be among those who will extend and improve our present knowledge not 
only of Canadian conditions but of the whole problem of the “transmission of 
cyclical influences from one country to another.” 

Donatp B. MARSH 


McGill University 


The Future of American Prosperity. By PHiLip WERNETTE. (New York: 
Macmillan. 1955. Pp. x, 262. $4.50.) 
To the Voice of Gloom, Skepticism, and Fear that never fails to be raised 
whenever America’s economic future is discussed, Professor Wernette de- 
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claims: “Gloom is completely unwarranted, confidence in the future prosperity 
of the United States being thoroughly justified.” His reading of United States 
economic history, together with his evaluation of the potentialities of recent 
technological developments, leads him to predict an age of economic progress 
“the like of which the world has never seen.” His specific forecasts include an 
increase in the average family’s annual income from $5,000 in 1954 to 
$11,000 in 1999 (in dollars of equivalent purchasing power) and a shortening 
of the workweek to 30 hours. That is not all: he argues that, once the national 
nose can be taken from the economic grindstone, we will be able to make more 
rapid progress toward “a higher goal than economic advance—that of gra- 
cious living.” 

This book has a Pollyannish tone, to be sure, but it also has much sober, 
solid reasoning. For the trained economist the most valuable chapters are 
those dealing with the role of money in cyclical fluctuations. The author’s 
proposal for preventing depressions is to establish a “functional fiscal-mone- 
tary system” in which the financial operations of the federal government pro- 
vide countercyclical changes in spending and the quantity of money. In order 
to have the stabilization mechanism operate as automatically as possible, he 
recommends substituting flexible for steady-yield taxes and introducing vari- 
able tax rates, with the variations determined by a statutory formula based 
upon, say, the percentage of labor force unemployed. Should the automatic 
stabilizers prove inadequate, the reserve “shelf” of public works might be 
activated. While impressed with the force of the arguments in support of 
direct creation of new money in order to finance budget deficits, Wernette is 
inclined to favor the conventional method of borrowing from banks as being 
sounder in the long run. In addition to the anticyclical objective, the func- 
tional fiscal-monetary system would also be designed to provide a suitable 
long-time rate of increase in the money supply. 

The author’s integrated program for stabilized economic growth stresses 
the government’s responsibility for encouraging the effective functioning of 
the private enterprise system. The treatment of other elements in the pro- 
gram, such as “sensible” price and wage policies, is too brief, however, while 
nowhere does he come to grips with such basic questions as: What is the 
appropriate investment-consumption balance for continued growth? Is income 
redistribution a desirable policy goal? 

The book seems to be written particularly for the businessman and general 
reader. The author’s concise, easy style is extremely effective, especially in 
those chapters explaining the determinants of the national income and of the 
level of per capita production. His lucid exposition of the relationship between 
money flows, prices, and production, which includes simple equations, is a 
pedagogic model. These sections and, indeed, the entire book might be ap- 
propriately assigned for undergraduate reading. The many tables and charts 
enhance the usefulness of the volume. 

HASKELL P. WALD 

New Vork, N.Y. 
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Short-Term Economic Forecasting. Studies in Income and Wealth, Vol. XVII. 
(Princeton: Princeton Univ. Press, for the National Bureau of Economic 
Research. 1955. Pp. xi, 506. $7.50.) 

In this volume, the Conference on Research in Income and Wealth has 
presented us with a potpourri of papers on short-term forecasting, originally 
delivered in September 1951. Forecasts of capital formation and consumer 
expenditures, business sales and railroad traffic, production and inventories all 
receive attention. Despite the diversity of subject matter and of methods 
exhibited in the various papers, a central theme—the use of anticipatory data 
in forecasting—serves to unify the volume. Viewed as a whole, the collection 
is a substantial contribution to the literature on forecasting, and in addition 
several of the papers afford materials and insights which are relevant to a 
wide range of economic problems. 

The opening paper, by V. Bassie, is a general survey of principles of fore- 
casting movements of aggregate economic activity. Bassie takes a rather dim 
view of forecasts resting exclusively or primarily on statistically estimated 
econometric systems, timing regularities as revealed by collections of statistical 
indicators, or historical analogies. Most important from the standpoint of the 
conference, he is also chary of the use of survey data on anticipations, particu- 
larly where the latter are not directly representative of “. . . planned expendi- 
tures, projects, contracts, and orders—in short, measurable items that are 
themselves the early stages of activities by which things are done. . . .” He 
recommends an eclectic approach combining the “best features” of all these 
methods, carried out in a framework of quantitative forecasts of internally 
consistent national income and product variables, and making liberal use of 
sound judgment in the construction of the estimates. 

Perhaps Bassie has overemphasized the extent to which people are wedded 
to exclusive use of one or another type of data or method of forecasting, al- 
though there probably is an understandable tendency for pioneers in a given 
technique to oversell, to themselves and to others, its potential usefulness. 
More important is the emphasis he places on the necessity for personal judg- 
ment in the forecasting process. L. Klein, editor of the volume, reports in the 
preface that at the conference meetings there was “. . . a feeling that the 
papers revealed distinct progress in transforming the fine art of forecasting 
into a science.” One could agree with Klein that this feeling of progress was 
justified and at the same time sympathize with Bassie’s emphasis on the 
artistic side of forecasting, particularly when it is remembered that his subject 
is methods of forecasting short-term changes in aggregate economic activity. 
By and large, the remaining papers deal with forecasts for particular sectors 
of the economy, based upon statistical analysis of anticipatory data. While 
the exercise of personal judgment is not lacking in these analyses, its scope 
has probably been narrowed as compared with earlier attempts to take into 
account the effects of plans, expectations and attitudes on various types of 
economic activity. These new developments do not necessarily imply, however, 
a corresponding diminution in the importance of good judgment in forecasting 
movements of aggregate activity. The vexing problem of interaction between 
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the various sectors of the economy remains, and with it remains a large area 
for personal judgment, given the existing state of economic knowledge. 

I. Friend and J. Bronfenbrenner contribute a paper on plant and equipment 
programs and their realization, analyzing data drawn from the sample sur- 
veys of investment plans compiled by the Department of Commerce and the 
Security and Exchange Commission and published periodically in the Survey 
of Current Business. Their purpose is two-fold: to test the accuracy of busi- 
nessmen’s investment anticipations and to investigate some of the determi- 
nants of investment decisions. The authors conclude that the anticipatory data 
provide a useful tool for the short-term projection of aggregate capital out- 
lays; this judgment rests on a comparison of the relative accuracy with 
which investment was predicted by anticipatory data, naive model nrojections, 
and projections based on regressions developed from interwar data, and upon 
the fact that the anticipatory data called the turn in capital outlays in 1949. 
Incidentally, the latter performance was repeated by the quarterly data in late 
1953 and early 1955; the annual estimates for 1954 and 1955, made in the 
early months of both years, were also in the proper direction, but were of 
course made well after the reversals in aggregate activity which probably 
induced the observed reversals in business fixed investment. The paper also 
makes a contribution to the improvement of the anticipatory data through 
the detection of systematic biases; some of this work, along with that of 
others in the Office of Business Economics, is incorporated in corrective fac- 
tors in the currently published data. Finally, in common with most question- 
naire materials, the information on investment decisions is inconclusive but 
richly suggestive of hypotheses. 

In an over-long but nevertheless interesting paper, O. Firestone reports on 
“Investment Forecasting in Canada.” This study covers much the same 
ground and yields many of the same results as the Friend-Bronfenbrenner 
paper, dealing as it does with Canadian surveys of anticipated capital expendi- 
tures. It takes on added interest, however, as a description of the way in 
which these data are used in combination with other materials to make pro- 
jections of the probable near-term trend of aggregate economic activity for 
the purpose of public policy formulation. In line with his view that investment 
forecasting should be used as a tool for the determination of policy, Firestone 
emphasizes that the best investment forecast is not necessarily that which 
predicts realized investment most accurately, since policy actions taken with 
the intention of negating the forecast may be successful. 

Quarterly forecasts of railway traffic by the Shippers’ Advisory Boards of 
the Association of American Railroads are analyzed in papers by T. Hultgren 
and by F. Modigliani and O. Sauerlender, with similar results. Both papers 
show that the forecasts have a cyclical bias and both conclude that they are 
no better than can be made with various naive models. On the latter point, 
for example, Hultgren shows that forecasts with a smaller average error could 
be made on the assumption that the usual seasonal change from the most 
recent quarter will occur. 

In addition to the railway traffic forecasts, Modigliani and Sauerlender 
analyze anticipatory sales data drawn from surveys made by Dun and Brad- 
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street, Fortune, and the Office of Business Economics jointly with the Secur- 
ities and Exchange Commission. These data are tested for the accuracy with 
which they predicted sales. Finally, the authors address themselves to the 
question of whether sales anticipations can be used to forecast variables other 
than sales. This section, which would make a lengthy paper by itself, is inter- 
esting primarily from the methodological point of view. Much of the space is 
devoted to the systematic development of a mathematical model in which 
production, stocks, and sales expectations enter as dated variables, and the 
authors had been able to make only a few exploratory tests of their model at 
the time that the paper was written. As for the model itself, a novel feature is 
that production (or stocks) is made to depend not only on sales anticipations 
at the beginning of a period, but also on changes in anticipations during the 
period. The influence of changed anticipations enters through a “feed-in” 
coefficient, similar to the “feed-back” coefficients made familiar by servo- 
mechanism analogies, but with the difference that the latter relate to correc- 
tions of “errors” already committed, whereas the former calls for changes in 
production plans to conform with revised expectations of future sales. 

Two papers on the use of anticipatory data in forecasting consumer be- 
havior close the volume. The first, by J. Lansing and S. Withey, describes the 
methods by which the annual Surveys of Consumer Finances are analyzed at 
the Survey Research Center, University of Michigan, which conducts the 
surveys for the Board of Governors of the Federal Reserve System, and also 
reports on a special reinterview survey. in the second paper, I. Schweiger ap- 
praises the record of forecasts of trends in consumer expenditures based on 
the survey data. (The volume contains no discussion of the Interim Surveys 
conducted by the Center and published in Business Week.) These papers 
make it clear that judgment must play a larger role in formulating forecasts 
of expenditures from surveys of consumer anticipations than from surveys of 
investment intentions. To a considerable extent, investment plans reflect com- 
mitments already made at the time of the survey; this is not generally true 
of consumer intentions. For this and other reasons, the survey data on various 
aspects of consumers’ ability, willingness and plans to buy must be weighed 
qualitatively by the analyst, and forecasts are made in the form of statements 
of direction of change, rather than in terms of magnitude of expenditures. 

By this time it is doubtless apparent to the reader that no prescription for 
short-term forecasting can be derived from this book, nor was any such pre- 
scription intended. The major purpose of the participants was to test the 
predictive power of anticipatory data objectively and to search out procedures 
for improving the quality and interpretation of the data. These new tech- 
niques clearly deserve the attention of the forecaster, but he will have to 
decide for himself how they should be used in the specific area for which 
anticipations are measured and, more crucially, within the methodological 
framework he employs in forecasting aggregate activity. These investigations 
of the characteristics and forecasting records of various types of anticipatory 
data will provide him with invaluable assistance in making that decision. 

Bert G. HICKMAN 


The Brookings Institution 
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Questioni di Teoria e Tecnica Monetaria. By AMEDEO GAMBINO. (Padova: 
CEDAM—Casa Editrice Dott. Antonio Milani. 1953. Pp. 127.) 

Professor Gambino combines in this book three papers which appeared 
originally in 1951 and 1952—the first on the general theme of liquidity; the 
second on a theoretical analysis—along Keynesian lines—of the relationship 
of money supply and interest rates; and the third on the effects of changes in 
reserve requirements on the volume of deposits. 

In the first study, which is the most important of the three, he analyzes in 
some detail the concept of liquidity from the points of view of purposes 
(whether “transaction,” “speculation,” or “precaution” ; of cost in relation to 
alternative investment; of effects on investment and production; of the differ- 
ent aspects of “self-liquidity” versus “transferability” of assets; and of the 
role of banks in providing liquidity to the economic system in general. Gam- 
bino, along with other Italian economists, tends to re-examine Keynesian 
theories from the viewpoint of classical economics. The third study relates in 
many ways to the subject matter discussed in the first study. It examines what 
the author regards as two different approaches to deposits, as credit created 
by banks (according to Anglo-Saxon principles) and as resources for banks 
(according to the Italian view). Gambino concludes that there should be two 
separate types of reserve requirements applicable to banks—one to be held 
in cash accounts with the central bank as a means of regulating the over-all 
volume of deposits, and the other to be held in government securities for the 
purpose of providing “liquidity” to individual institutions. He further seems 
to suggest that both reserves should be established at levels lower than the 
de facto cash and security holdings of banks, so as to permit an expansion of 
credit by the banks and to assure at the same time the liquidity of their posi- 
tions. The shorter intermediate study advances the proposition that bank 
policy may have a determining effect on the volume of investment without 
any consequential effect on the interest rates. 

In each of the three studies, Gambino proceeds from theoretical analysis 
to consideration of banking policies. The author seems to be considerably less 
clear with respect to the latter than the former, and this booklet is better as a 
review of Keynesian concepts than as a presentation of banking and monetary 
policies. 

F. M. TAMAGNA 

Washington, D.C. 


Die Politik der Schweizerischen Nationalbank: Kritische Wiirdigung auf 
Grund der modernen Kredit- und Konjunkturtheorie. By Josey AMBERG. 
(Winterthur: Verlag P. G. Keller. 1954. Pp. xi, 205.) 

At a time when increasing attention is being given in many countries to 
central bank problems and operations, the present monograph on Switzerland 
represents a welcome addition to the growing body of literature on these sub- 
jects. The work should be of special interest to students of money and bank- 
ing, since not much detailed material has been available on central bank- 
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commercial bank relations in that country, although the Swiss banking and 
credit system itself has been amply treated. 

The author has subdivided his study into three broad sections. In the first 
and shortest, which will be of least interest to the more sophisticated reader, 
he reformulates in general ternis ‘he need for a strong monetary and fiscal 
policy in order to combat or at least mitigate cyclical fluctuations. In the 
second part, Amberg sets out to define the goals of the Swiss National Bank’s 
policy to date, and concludes that this policy has been largely one of com- 
promise between several aims among which, however, preservation of the ex- 
ternal value of the Swiss franc has emerged as predominant. After discussing 
in detail the instruments of control currently available to the bank, he argues 
that these instruments may have been sufficient for this particular task, but 
are by no means adequate to allow the bank to regulate credit creation by 
the banking system and hence economic conditions and fluctuations. 

The third part examines the regulatory powers that, in the view of the 
author, should be given to the Swiss National Bank. Of the major instru- 
ments of monetary policy—discount-rate changes, commercial-bank reserve 
requirements, and open-market operations—the first has not been resorted to 
in Switzerland in over 19 years; the second, although extant, is in the form of 
liquidity provisions designed mainly for the protection of depositors; and the 
third, while given somewhat greater, albeit still limited, scope by the revised 
National Bank Law of 1953, awaits the proper setting in which to function. 
After a quick survey of reserve requirements and the open-market mechanism 
in the United States and several European countries, the author therefore 
strongly advocates the introduction of flexible reserve requirements in Switz- 
erland, to be supplemented and reinforced by considerably enlarged open- 
market powers. Amberg feels that these changes (the implications and techni- 
cal aspects of which he explores in detail) would serve to re-establish much 
closer contact between the central bank and the banking system and thus lay 
the foundations for eventual reactivation of an effective discount policy. 

Since the publication of Amberg’s study a gentlemen’s agreement has been 
concluded between the Swiss National Bank and Swiss commercial (and 
other) banks, temporarily establishing cash reserve requirements for the ma- 
jority of the latter in the form of special deposits with the central bank. On 
the one hand, this development would seem to strengthen and make even 
timelier the author’s arguments. On the other hand, it shows that, in the 
absence of strong regulatory powers, moral suasion as an instrument of mone- 
tary policy has by no means been neglected in Switzerland. In fact, gentle- 
men’s agreements that are believed to have proven effective have been con- 
cluded in numerous instances over the past three decades with respect to many 
sectors of banking and credit activity. It should be noted, however, that the 
Swiss National Bank itself in the past repeatedly has raised the question of 
stronger and more formal powers of control, including flexible reserve require- 
ments. If the latter were not incorporated into the National Bank Law of 
1953, this was, the bank stated at the time, because it felt that discussions on 
this particular point had not reached a sufficiently advanced stage. 


JoHN HEIN 
New York, N.Y. 
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Money and Banking in British Colonial Africa—A Study of the Monetary 
and Banking Systems of Eight British African Territories. By W. T. 
NEWLYN and D. C. Rowan. (New York: Oxford University Press. Ox- 
ford: Clarendon Press. 1955. Pp. xiv, 301. $4.80.) 

This is a substantial addition to the scanty literature hitherto available on 
the subject of money and banking in colonial territories, and a useful contri- 
bution to the current discussion of the economic position of “underdeveloped” 
countries. The book is the outcome of two separate research projects in differ- 
ent regions of Africa carried out by the authors a few years ago, and they say 
their “study falls into three parts. The first of these is concerned with descrip- 
tion; the second with analysis; and the third with prescription.” Politically 
and economically the territories are dependent upon the United Kingdom. 
External trade is of great importance in their economies and they obtain al- 
most all their capital from abroad, chiefly the United Kingdom. The internal 
economic and political conditions in the several territories, however, are by 
no means identical, and as they are under separate governments, information 
about them has to be sought from several scattered sources. It is a consider- 
able addition to the available economic information about the colonies that 
the commercial banking statistics, which until 1951 were kept under a cloak 
of official secrecy, are now published, but economic statistics for these terri- 
tories are in general scanty and sometimes dubious. It is not strange, there- 
fore, that differences occur in the treatment of various territories. Tanganyika 
is scarcely mentioned outside of the official statistics in Chapter 1, and dis- 
cussion of West Africa is based almost entirely on Nigeria. The Gold Coast is 
included by inference, but Sierra Leone and the Gambia are excluded from 
the authors’ eight territories. 

Chapter 1 provides a comprehensive digest of the population and external 
trade of the several territories, and it is regrettable that a map has not been 
included in the book for the benefit of readers who are not familiar with the 
geography of Africa. The authors say that they do not deal with the historical 
background of the present monetary position, but fortunately this does not 
prevent their including an excellent chapter on the origins of the West Africa 
Currency Board. Not only did this Board solve the immediate problems of 
West Africa, which were to obtain for the colonial governments the seignorage 
on the large volume of token coinage required by the trading characteristics 
of the region, and to provide a currency which would not decline in value 
through becoming redundant on the coast, it also provided a model which was 
steadily extended to most other colonial territories. There is no other mone- 
tary authority in a colony, and hence government monetary policy does not 
extend beyond the narrow prescribed operations of the Currency Board. The 
supply of money and credit, therefore, depends upon the policy of the com- 
mercial banks, and the book offers a careful survey of the banks of this type 
found in these territories. The dominant position in colonial banking is held 
by banks with London head offices and widespread overseas branches, most 
of which antedate the present currency system. The authors call them “expa- 
triate banks,” but readers who take “expatriate” at its dictionary meaning 
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should not be misled into thinking that these British banks have “gone native” 
or otherwise deserted their roots and resources. On the contrary, branch banks 
not only pioneered the monetary economy in most parts of Africa, they have 
also survived, without crises or loss to depositors, the suspicions, rumors and 
runs in which Africa is fertile, and fluctuations of war and prices. Indeed, it 
is because the authors regard “expatriate banking [as] essentially the exten- 
sion of British banking into a colonial setting,” that they criticize it for not 
promoting economic development among Africans who cannot offer orthodox 
security for loans, and whose record in their own business and banking is 
described, with moderation, as one of “fraud and mismanagement.” The rem- 
edy prescribed is government action to provide medium- and long-term credit 
for Africans, develop domestic capital markets, and support indigenous banks. 
The authors disagree with the two Bank of England advisers who recently 
reported against the immediate establishment of central banks in the Gold 
Coast and Nigeria, and thus remain consistent in their attitude to official 
policy. Starting with some caustic comments on the Treasury attitude that 
led to the Currency Board, they deplore the official obtuseness or lethargy 
which made currency commissions an unnecessary burden to the banking 
public, maintained the 100 per cent reserves longer than their real purpose 
justified, failed to maintain the convertibility of coins and notes in some 
regions, invested savings bank funds in London when capital was needed in 
the colonies, prevented the Development Boards taking the steps development 
in Africa requires, and made the new Uganda Credit and Savings Bank an 
empty title. It seems that if a new monetary authority is to be an improve- 
ment on official tradition, it must be new in more than name. 
IpA GREAVES 
New York, N.Y. 


Business Finance; Investments and Security Markets; Insurance 


Financing Business Firms. By Cuartes L. PRATHER. (Homewood, IIL: 
Richard D. Irwin Inc. 1955. Pp. xii, 569. $6.00.) 


This book will be welcomed by those teachers of corporation finance who 
have become dissatisfied with the investment-oriented treatment given this 
subject by most of the older texts, but who are as yet unwilling to go all out 
in their acceptance of the newer administrative or managerial approach. Pro- 
fessor Prather has attempted a compromise between these widely different 
treatments and has been successful in integrating many of the more im- 
portant features of each. Although the title to some might suggest a broader 
coverage, the book deals with the materials ordinarily taught in modern 
introductory corporation finance courses, which typically consider the finan- 
cial problems of unincorporated as well as corporate enterprises. 

After the usual introductory chapters dealing with the subject matter of 
finance, the legal forms of business organization, and the control of corpora- 
tions, the text takes a more modern turn in presenting chapters on the prob- 
lems of promotion, interpretation of financial statements, and financial plan- 
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ning. Thereafter, a conventional course is once again followed in covering 
the nature of equity capital, the characteristics of both common and pre- 
ferred stock, pre-emptive rights, and the sale of securities to employees and 
officers. The discussion of business indebtedness is developed along newer 
lines by placing more emphasis upon short- and intermediate-term borrow- 
ing than upon long-term borrowing which was accorded the position of cen- 
tral importance in older texts. At this juncture, financing through invest- 
ment banking channels is discussed. Having completed his analysis of financ- 
ing from external sources, Prather devotes two chapters to funds from op- 
erations, one dealing with depreciation allowances, the other with retained 
earnings. In so doing he makes a real contribution to the teaching of 
corporation finance by introducing a thorough analysis of these important 
sources of funds which to date have been treated inadequately if at all in 
most texts. The balance of the book follows traditional lines in chapters on 
dividends and dividend policies, corporate growth, and concentration of 
control, and terminates with a discussion of financial difficulties, adjustments, 
reorganizations, and liquidations. 

On the whole this text is well written and the explanations are both clear 
and adequate. However, at a few critical points it passes rapidly over issues 
which the reviewer’s experience leads him to feel require extended treat- 
ment. For example, in the chapter on financial statements only one sentence 
is devoted to the property rights equation and the reasoning underlying it. 
The discussion of pre-emptive rights mentions the price decline which usually 
follows the rights announcement, but allows the matter to drop without any 
further explanation. The treatment of funds from operations provides no 
clear and definite explanation of how depreciation and retained earnings 
serve as a source of funds, although this particular point has always proved 
difficult for many students. In addition, such concepts as the working capital 
cycle and trading on the equity, even though mentioned in several places, do 
not receive the treatment their importance justifies. 

The coverage of the subject matter of finance is quite comprehensive; in 
fact, some readers may feel that the author attempts to cover too many 
things and that he goes into too much detail. Although this text is by no 
means devoid of illustrative examples drawn from actual business situations, 
they are encountered all too infrequently, thus leaving the presentation de- 
void of realism and vitality at many points. As a result a considerable burden 
would be placed upon the instructor were reading assignments confined to 
this book alone. However, this deficiency would become an advantage should 
the text be employed in conjunction with a book of case problems. The use 
of supplementary materials would be particularly advantageous in view of 
the brevity of the questions and problems presented at the end of the chap- 
ters. Although the book is best suited for a one-semester course, if properly 
supplemented with readings and case problems it could be adapted to a 
longer period of instruction. 

Rosert H. WESSEL 
University of Cincinnati 
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Public Finance 


The Budgetary Process in the United States. By ARTHUR SMITHIES. (New 
York: McGraw-Hill Book Co. 1955. Pp. xxi, 486. $6.50.) 

This volume is surely the most penetrating and comprehensive analysis 
of the federal budget process that has yet appeared. It is purposely critical, 
but its criticism is based on rigorous thinking and balanced judgment. Even 
with the improvements made in the Reorganization Act of 1939, under 
which the Budget Bureau was placed in the Executive Office of the Presi- 
dent, and with the further amendments evolving from reports of the Hoover 
Commission in 1949-1950, reform of the budget is still a vital need. The 
present survey is all the more authoritative as a result of the intimate ex- 
perience which the author gained through many years of service in the Budget 
Bureau and other federal agencies. 

Of the six major divisions of the book, Parts I and II are concerned with 
the setting of the problem; Part III, with methods for the improvement of 
congressional and executive procedures; Parts IV and V, with defense and 
nondefense budget programs. The impact of the budget on the national econ- 
omy is discussed in Part VI. A basic tenet underlying the entire exposition 
is that, though budgeting is made effective by the political mechanism, it is 
essentially an economic problem. It involves the allocation of scarce re- 
sources among “almost insatiable” demands, and rational decisions can best 
be made through a clear formulation of alternatives. In sound budgeting 
therefore, it is mandatory that expenditures and revenues should not be 
considered as unrelated entities, but should be closely coordinated through a 
policy of unified executive and congressional action. The very magnitude of 
the federal budget is a compelling reason why revenue and expenditure func- 
tions should not be separated, and while on the executive side progress has 
been achieved toward a unified budget, “the main cbstacle to further co- 
ordination is undoubtedly in the Congress.” As a result of divided jurisdic- 
tion in the latter, a consistent policy of appraising benefits against costs is 
not attainable and the budget process is rendered inadequate. 

Budget procedure should be designed to offer the maximum assistance in 
planning and policy-making. Smithies would draw a distinction between the 
determination of policies and efficiency in the conduct of operations. The 
present federal budget fails to relate program classifications to policy ob- 
jectives. As transmitted to Congress, it contains a bewildering mass of detail 
and is so “impossibly cumbersome” that only a very few persons, either in 
or out of government, really understand it. It fails to provide a review of 
past performance by departments which would make possible an appraisal 
of their efficiency and economical operation. Although Congress seldom 
cuts the total requests of the President by as much as 5 per cent, its sub- 
committees exercise an undue influence by specific appropriations when they 
respond to regional and sectional pressures or take a particularistic point of 
view. The budget function is thwarted also when Congress authorizes proj- 
ects requiring future appropriations which in effect become binding commit- 
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ments. Fearful of its loss of control, Congress continues to make hundreds 
of separate appropriations and refuses to pass an all-inclusive bill with veto- 
power by the President over specific items. 

The author is aware that some of the defects in the federal budget process 
arise from the division of powers inherent in our form of government. A 
clash of authority between the President and Congress on budget questions 
is well-nigh inevitable and the balance of power oscillates with the forceful- 
ness of the President’s personality and that of congressional leaders. If the 
control of Congress happens to lie in a political party opposite from that of 
the President, there may be a stalemate on measures of policy and it be- 
comes difficult to determine which branch more nearly represents the will 
of the people. 

Far-reaching changes are needed in the budget process. The President’s 
budget should be drastically simplified and altered so that an appraisal of 
its merits can be made by Congress and the public. The budget should con- 
tain specific tax proposals along with recommended expenditures. Informa- 
tion should be provided to show the actual performance of departments and 
there should be estimated obligations and expenditures covering the expected 
life of future programs. By the elimination of petty detail the budget period 
can be shortened by six months in order to reduce the danger of obsolete 
assumptions and arbitrary decisions. 

Smithies’ general philosophy of government expenditure in relation to 
cost is well summarized in the final chapter on the Economic Impact of the 
Budget. Can the budget process be used to guard the economy against in- 
flation and depression? Annual budget balancing runs counter to such a 
principle. The cash consolidated budget is superior to the present adminis- 
trative type, but would not give sufficient impetus to recovery from a de- 
pression. Not only should the budget exert a stabilizing influence on em- 
ployment, but also “it should promote the steady rate of increase in pro- 
ductivity and output that has characterized the American economy in the 
past.” Separate capital budgeting, however, as favored by the Hoover Com- 
mission, is not recommended. In the end Smithies expresses a note of op- 
timism that out of the mélée of political controversy there is emerging a 
better economic understanding. His own book is an admirable contribution 
toward this goal. 

R. SNAVELY 
University of Virginia 


Federalism, Finance and Social Legislation in Canada, Australia and the 
United States. By A. H. Brrcu. (New York: Oxford University Press. 
1955. Pp. xiv, 314. $5.60.) 

This book provides a comparative analysis of federal finance in Canada, 
Australia, and the United States, with special attention to the issues raised 
by social legislation and to the situation of the poorer states. Over three- 
quarters of the book deals with events to the end of the second world war; 
the remainder with postwar developments. 
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The historical portion is a convenient, accurate, and literate summary of a 
very complicated story. Mr. Birch is impressed by the flaws which have been 
chronic in intergovernmental financial relations in Canada and Australia. 
Both federations started with a system of unconditional federal grants. In 
Canada this step was taken in 1867 with great reluctance because the framers 
of the constitution believed firmly in the orthodox principle of financial 
responsibility, i.e., that a government should raise and spend its own revenues. 
They were even more reluctant to institute inequality in subsidies, measured 
on a per capita basis. But the practicalities of the situation were so strong that 
they yielded on both points. A scheme of uniform per capita subsidies which 
would balance the budgets of Ontario and Quebec was unacceptable to the 
provincial governments of the Maritimes because it would leave them with 
insufficient revenues to perform their functions. Financial concessions had to 
be made at the outset, and, in future negotiations, this precedent proved 
dominant, overriding explicit clauses in the British North America Act which 
forbade “better terms.” 

In Australia, on the other hand, unequal per capita subsidies were accepted 
in 1900 with few qualms. Acceptance rested upon the principle of compensa- 
tion for the adverse and unequal effects of federation upon the states. Here 
again the results proved less than satisfactory, and when in 1927 and 1942 
major revisions in financial terms were instituted, the federal government 
acted by coercion of the state governments. 

Looking back with the advantage of hindsight, the defects of the original 
subsidy systems in both countries are impressive. The needs of the moment— 
the financial position of the states at the time of federation—determined 
what was done, rather than “thought-out principles” (p. 239). As a result 
intergovernmental conflict was generated which, for decades, frustrated efforts 
at reform. It is, nonetheless, wholly speculative to suppose that any system, 
feasible at the time, would have worked better. A different system would have 
raised somewhat different problems, but in view of the heterogeneity of the 
components of the federations, financial readjustments were inevitable. 

The United States started without any system of grants, unconditional 
or conditional, and the state governments were for many decades financially 
independent of the federal government. It stumbled upon the device of con- 
ditional grants, little by little. with no thought of a system until very recent 
years. This piecemeal approach did join the states with the federal govern- 
ment in performance of a limited number of functions, and Birch is quite 
impressed with the cooperation which has developed, especially in social 
welfare. While this favorable appraisal is xefreshing, it glosses over grave 
flaws which ought to be examined. When conditional grants become large 
in number and in amount of dollars, the lack of a system creates federal- 
state conflict and may misallocate resources. The present diversity in specific 
conditions, in mode of apportionment, in administrative rules is indefensible. 
Appraisal and overhaul of the forty-odd grant programs in the United States 
is overdue. 

During and after the second world war intergovernmental financial rela- 
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tions in Canada and Australia underwent a revolution which is sketched 
accurately and with understanding by Birch. The state governments of 
Australia and the provincial governments of Canada (excluding Quebec) now 
derive 60 per cent and 30 per cent respectively, of their revenue from un- 
conditional federal grants; they have yielded to the federal government the 
exclusive right to levy income taxes (and succession duties in Canada). 
Provision of social welfare is largely controlled by federal legislation and 
financed from federal sources. The old conception that, in a federation, the 
federal government operated independently in one sphere, and state govern- 
ments in another, is obsolete. Instead a “cooperative federalism” has emerged 
which may, perhaps, prove more adaptable in a dynamic world than the 
older version. 

James A. MAXWELL 


Clark University 


Government Finance and Fiscal Policy in Post-War Britain. By A. R. ILErRstc. 
(London: Staples Press Limited. New York: John de Graff, Inc., dis- 
tributors. 1954. Pp. 278. 25s.) 

Three chapters in Part I, “The Government in the Economy,” contrast 
the Victorian laissez-faire with the varied objectives of the financial activities 
of the modern State; assert that Keynes “established the case for positive 
government action to maintain full employment”; and visualize the budget 
as a regulator of the economy. In Part II, “Taxation and Economic Policy,” 
the author in eight chapters discusses the effects of taxation upon the na- 
tional economy. In Part III, “Monetary Policy,” also in eight chapters, he 
describes and evaluates postwar monetary policy. 

The modern tax is not merely a revenue device, but may be designed to 
achieve effectively other objectives such as restricting consumption, curbing 
inflation, or equalizing the distribution of wealth and income. Essential prin- 
ciples are that taxes should be equitable as between individuals, and that the 
tax system should be judged as a whole rather than by the weaknesses of 
individual levies. 

The personal income tax is appraised in terms of iis effects upon incen- 
tive, saving, and enterprise or risk bearing. The judgment is cautious and 
balanced, although the conclusions are that some reduction in the rate of 
progression of surtax is desirable and that thought should be directed toward 
increasing income rather than concentrating to excess upon its allocation. 
Similarly, in the taxation of business profits, it is concluded that it would 
be advantageous to “maintain an economic climate and environment more 
suited to a private enterprise economy.” In a chapter analyzing profits taxa- 
tion in inflation the author indicates that some change in present deprecia- 
tion practice is required and raises the insoluble question—what would have 
been the position of companies and the state of the economy if industry had 
not been so heavily taxed? 

The author believes the economic case for redistributing the national in- 
come is strong, yet contends that “any further redistribution via taxation 
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is incompatible with the maintenance of reasonable differentials.” Any ex- 
tension of the social service state should be based upon a corresponding 
expansion of the national income. 

An interesting chapter on the limits of taxation reviews the various per- 
tinent factors and evaluates sympathetically yet critically Colin Clark’s 
thesis on the relationship between taxation and inflation. Heavy income 
taxation, it is said, loses in effectiveness as an anti-inflation measure as it 
is increased. The present level of taxation—assuming a private enterprise, 
free price economy—is probably excessive. 

The problem of capital gains taxation is reviewed with the conclusion that 
the various practical and economic objections to the tax as it operates in the 
United States do not justify its adoption in the United Kingdom under the 
conditions existing there. 

Part III dealing with postwar monetary policy, aside from some general 
discussion on older vs. modern views of the public debt as a burden, is con- 
cerned mainly with the ultra-cheap money policy of Mr. Dalton between 
1945-1947 and the dear money experiment of Mr. Butler after March 1951. 
In his preface the author observes that in the one case inadequate evidence 
precludes definite conclusions regarding the merits or demerits, whereas in 
the other case too many interdependent influences existed to ascertain the 
precise role of dear money in the recovery of the United Kingdom economy 
since 1951. 

The failure, he further says, of monetary policy in England in the 1920’s 
and in the United States in the 1930’s led to its rejection as a primary means 
of achieving economic stability. Since 1950 the revived interest in monetary 
policy has stemmed from the failure of fiscal policy to restrain postwar in- 
flationary pressure. The apparent success of monetary policy since 1950 
may be attributed to the two factors of “selective” credit control and the 
postwar national debt with the great expansion of open market operations 
and their “increasing significance as opposed to the traditional Bank Rate.” 

The credit expansion under the Dalton cheap money policy “nullified the 
contraction effected by the budget surpluses.” Monetary and fiscal policy 
pulled in opposite directions, but “the policy of using credit control to re- 
inforce fiscal policy and physical controls—contributed to a substantial 
easing of the inflationary pressure by mid-1952.” This is not to suggest that 
“dear” money was the only factor in the improvement nor necessarily to 
imply that without it other disinflationary influences would have been en- 
tirely ineffective. As the author aptly puts it—‘because the disinflation hap- 
pened post Butler, it has not necessarily happened propter Butler.” 

Ilersic’s book is clearly and effectively written. He carefully judges both 
sides of an issue but then states his convictions when he feels that the weight 
of the evidence justifies a conclusion. He is at once liberal and conservative 
in his outlook. He defends progressive taxation and the welfare state but at 
the same time is apprehensive about the prevailing level of taxation. He 
seems to search for a happy middle ground where conflicts will be compro- 
mised, virtue will be maximized, and evil will be minimized. His concise, 
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reasoned and forthright way of expressing his thoughts commend this book 
to the student and to the citizen interested in fiscal matters important to the 
individual, to industry, and to the nation. 
MarveEL M. STOCKWELL 
University of California, Los Angeles 


Readings in Fiscal Policy. Edited by ARTHUR SMmiTHrEs and J. KEITH Bur- 
TERS. Vol. VII of American Economic Association Series of Republished 
Articles on Economics. (Homewood, Ill.: Richard D. Irwin. 1955. Pp. 
x, 596. $5.00.) 


For this seventh volume in its series of selected essays in intermediate and 
advanced economics, the American Economic Association selected fiscal pol- 
icy. This aspect of economics is at once new, interstitial, and ill-defined. Its 
subject matter is overlapped almost completely by “business cycles,” “mone- 
tary theory,” or ‘income and employment” where it becomes abstract and 
general, and by conventional “public finance” where it becomes concrete and 
specific. This penumbra of indefinition has hampered Professors Smithies 
and Butters in their choices of selections. Two earlier collections contain es- 
says which might with equal justice have appeared here.’ On the other hand, 
the collection under review includes at least one item? possibly better adapted 
to some future Readings in Public Finance. 

Fiscal policy being a new field, however, even the organization of this 
book may interest teachers and others in search of skeletal frameworks for 
their courses and ideas. There is first of all an introduction, devoted somewhat 
one-sidedly to Jesse Burkhead’s relegation of the ideologies of ‘sound finance” 
and particularly the balanced budget to the limbo of “folklore of capital- 
ism.” Part II deals with fiscal policy in recovery (meaning the fiscal con- 
troversies of the first two Roosevelt administrations). Part III passes to the 
inflation problem, Part IV to debt management. Not until Part V appears 
the general problem of fiscal policy and economic stability. Part VI is on the 
“burden” of the budget and debt, while Part VII, ostensibly on fiscal policy 
and economic growth, is in fact limited to the contrasting views of Schum- 
peter and Hansen on the future of the American economy. A total of 34 
selections has been included, more than in any other volume of this series. 

This review will make a number of carping criticisms of both form and 
content. Therefore let me state at the outset that this volume will be not 
only my “readings” but my “text” when I next teach fiscal policy, and for a 
course organized along entirely different lines. This endorsement speaks for 
itself; a need exists for such a volume, and the volume meets the need. Now 
for the carping criticisms. 


*From G. Haberler, ed., Readings in Business Cycle Theory (Philadelphia, 1944) se- 
lections 13 (J. H. Williams) and 14 (J. M. Clark); from F. A. Lutz and L. W. Mints, ed. 
Readings in Monetary Theory (Philadelphia, 1951), selections 17 (Milton Friedman), 
18 (L. V. Chandler), and 19 (C. O. Hardy). 

*I refer to selection 32, Butters’ summary of the Harvard Business School studies on 
“Taxation, Incentives, and Financial Capacity.” 
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1. The selections are heavily weighted with restatements of, virtuoso varia- 
tions upon, and skeptical dissents to, the rival orthodoxies of the Keynesian 
and Chicago schools. Much of the liveliness of a fiscal policy class or discus- 
sion, on the other hand, comes from consideration of the unorthodox, includ- 
ing the cranks, whose positive positions are almost ignored here. I should 
have hoped to see some of the following items included: a full-dress defense 
of “sound finance” (more substantial than H. L. Lutz’ blast at the early 
New Deal); Colin Clark on the limits of taxation; S. H. Slichter on the 
merits of inflation as a way of life; Simeon Leland on the “secondary reserve” 
system of debt management; J. H. G. Pierson or P. G. Strayer on underwrit- 
ing of personal incomes or consumer expenditures as a goal of fiscal policy; 
Major Douglas (or some Canadian disciple) on the economics of social credit; 
a Townsendite or Ham-and-Egger making his case; perhaps a Marxist on 
the economic and political futilities of fiscal policy against the basic “contra- 
dictions of capitalism.” These are at best mentioned derogatorily in passing 
by other writers, never allowed to speak for themselves. The result may be a 
generation of academicians which knows that all these heresies are wrong, 
but has no idea why, and is rather helpless against heresy in direct contro- 
versy. 

2. To make way for heresy and heterodoxy, the editors might have reduced 
the number of selections already available elsewhere in book form. Although 
the majority of these essays are rescued from the oblivion of journal files, 
quite a few are (or soon will be) in print elsewhere between hard covers. In- 
cluding these items nullifies to some extent one of the reasons for the existence 
of this series. For example, the selections from Colm, Domar, Lerner, and 
Simons are in these writers’ collected essays. Both the American Economic 
Association’s 1950 report on “The Problem of Economic Instability” and its 
review by Smithies are in the Hansen-Clemence collection of Readings in 
Business Cycles and National Income. And surely such works as Hansen’s 
Fiscal Policy and Business Cycles or Schumpeter’s Capitalism, Socialism and 
Democracy are too well known among advanced students to require reprinting 
of selected passages here. 

3. The preceding volumes of the series have been directed at graduate and 
professional readers, sometimes only to the more sophisticated minority 
among them. This one yields to a current architectural fad, the split level. 
Many readers can profit by the pronouncements of the National Planning 
Association and the Committee for Economic Development on the stabiliza- 
tion problem. Many can be enlightened by the mathematics of Haavelmo on 
the balanced-budget multiplier or the logical intricacies of Tobin on the 
liquidity, savings, and investment functions. Rather few, I venture to suggest, 
have a great deal to learn from both at once. 

4. A disappointing proportion of the skeptical selections in Parts II to IV 
run in terms of an “excluded middle” which I hope fiscal policy has outgrown 
or will soon outgrow. The argument runs: a little fiscal medicine will do no 
good, too much will wreck the economy; therefore throw out the medicine 
altogether and forget about any correct dosage somewhere in between. This 
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kind of economic pharmacology is applied to deficit financing in the ’thirties, 
and again to dear money in the forties. The more relevant issues seem (to 
at least one reader) to be these: whether the correct dosage is determinable 
by formulas and rules, or must be left to the best judgment of fallible au- 
thorities imperfectly insulated from political pressure; how close to Utopia 
we may hope to come in the present imperfect state of forecasting; and 
whether the “uneasy triangle” of guaranteed full employment, reascnably 
stable prices, and a pressure-group economy can by any fiscal (or monetary, 
or hortatory) magic be made compatible. These issues too are dealt with in 
several essays of this volume, but only the second is met (by Hart) in a 
completely direct and straightforward manner. But this defect (if it is a 
defect) probably reflects the present impasse of fiscal-policy thinking, and 
does not reflect upon either our editors or their specific selections. 
M. BRONFENBRENNER 
University of Wisconsin 


International Economics 


The Marshall Plan and its Meaning. By Harry Bayard Price. (Ithaca: 
Cornell University Press. 1955. Pp. xvi, 424. $5.00.) 

This study is a welcome addition to the growing literature on United States 
international economic policies and practices. It was undertaken in response 
to an invitation from the Economic Cooperation Administration to the Gov- 
ernmental Affairs Institute to prepare a history and evaluation of the ECA 
and the European Recovery Program (ERP). 

The author, a former ECA official, had access to the records of the ECA, 
and its successor organizations, the Mutual Security Agency and the Foreign 
Operations Administration, and interviewed many persons associated with the 
Marshall Plan. As a result, he was able to present much interesting informa- 
tion not previously available, including internal documentation which permits 
an insight into the thinking of those responsible for the program. It should 
be noted that a study prepared in this manner, in the nature of the case, par- 
takes of the character of a quasi-official history. 

The book considers the background, institutional framework, program, and 
accomplishments of the ERP, and to a lesser extent the other aid programs 
administered by ECA/MSA through mid-1952. It evaluates the program, and 
attempts to distill the lessons to be learned from its operation. The precari- 
ous economic and political situation in Europe which precipitated the Mar- 
shall Plan, and the preparatory activities leading up to the ERP in the U. S. 
government and among the European participants are described. A chronol- 
ogy of the program is given, and the varying approaches to economic recovery 
in the several participating countries outlined. The author’s evaluation covers 
a number of the major aspects of the ERP, including the aims and techniques 
of American participation, the productivity drive, the European integration 
movement, etc. 

Price’s judgments are generally good. He neither claims too much for the 
program, nor does he sell it short. Particularly noteworthy is his handling of 
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matters of organization and administration. He appropriately stresses the 
importance of the able individuals who directed the program. The arguments 
for and against a separate foreign assistance agency, and the relationships 
among the Washington headquarters, the Paris regional office, and the country 
missions are treated in an interesting and well-balanced manner. The role of 
the Organization for European Economic Cooperation in stimulating desirable 
cooperative and individual country actions is indicated. 

The ERP did not have an opportunity to run its course in a world at 
peace. Part of the reservoir of good will toward the United States which was 
built up during the early part of the program was dissipated after Korea, 
when our earlier emphasis on economic recovery and expansion was replaced 
by a new emphasis on, and pressures to obtain, increased defense. Price thinks 
that a continued emphasis on economic expansion, in order to support civilian 
plus military production at necessary levels, would have been desirable. 

Another factor which in this reviewer’s opinion accounted for some of the 
later disenchantment with the Marshall Plan is not indicated by the author. 
The ERP was oversold in terms of promised results—oversold to the Ameri- 
can Congress and public, as was probably inevitable in the process of obtain- 
ing approval for this bold, new venture; and oversold to the Europeans. A 
reaction was bound to come. 

This reviewer questions the desirability of the many quotations from inter- 
views with Marshall Plan officials, and the appropriateness of identifying 
those officials in the book. The author was well-advised to tap this important 
source of information and insight, but there is a tradition against quoting 
officials, especially those below the policy-making level, in works of this kind. 
The interviews might better have been used as raw materials for, rather than 
as part of the finished study. 

The book is not, and does not pretend to be, a thorough-going analysis of 
the economics of the Marshall Plan. For example, the discussion of the cur- 
rency devaluations of 1949 is incomplete. The confidence indicated in the 
efficacy of national accounts analysis is too great. The comments on jnvest- 
ment programs, internal financial stability, international trade, balance of 
payments deficits, monetary reserves, etc. sometimes suggest a less close rela- 
tionship among these variables than was the case. 

Even though its economics sometimes leaves something to be desired, Price’s 
book is a valuable one. It will be especially valuable to readers who have not 
examined the specialized literature in the field, and will be of interest to all 
students of international economic developments since the second world war. 

LAWRENCE S. DREIMAN 

Chevy Chase, Maryland 


Postwar Bilateral Payments Agreements. By M. N. TRueEpD and R. F. MIKE- 
SELL. (Princeton: International Finance Section, Princeton University. 
1955. Pp. 121. 25 ¢.) 

Owing to the severe and pervasive dollar shortage, bilateral payments 
agreements were the most common method of financing nondollar trade in 
the postwar period. In their study Postwar Bilateral Payments Agreements, 
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M. N. Trued and R. F. Mikesell examine the more important features of 
these agreements. 

The authors correctly emphasize that the resort to bilateral payments 
agreements to finance trade in the postwar period did not signify a movement 
in the direction of bilateral trade. Indeed, in many cases it enabled a widening 
of the area within which multilateral settlements could be effected without 
eventuating in a disastrous drain on reserves. 

The objectives which bilateral payments agreements were designed to 
achieve are readily ascertained by examining their major provisions. Three 
types of bilateral payments agreements can be distinguished: The bilateral 
offset agreements; the exchange settlement agreements; and the automatic 
transferability agreements. The bilateral offset agreements, used mainly by 
countries within the Soviet bloc, attempted to achieve a bilateral balancing 
of trade by stipulating that any trade balance that emerged between the 
contracting parties could be discharged only in goods. The distinguishing fea- 
ture of the exchange settlements agreements was the willingness of the con- 
tracting parties to hold each other’s currency up to a specified limit with the 
proviso that any accumulation beyond this limit, or swing, would be convert- 
ible into gold, dollars or a mutually agreed upon third currency. A degree of 
administrative transferability was also characteristic of these agreements. The 
automatic transferability agreements are the most flexible and permit the 
(almost) unimpeded transfer of the contracting partners’ currencies to other 
nondollar countries for the discharge of current obligations. Since March 
1954, when Britain virtually abolished the bilateral accounts, more than two- 
thirds of the western world’s nondollar trade was financed under automatic 
transferability agreements, while a substantial portion of the remainder was 
financed under exchange settlement agreements. The bulk of the present 
study is thus concerned with an examination of these two types of agree- 
ments. 

Though this study should be of interest to students of international finance, 
this reviewer must confess to a sense of disappointment upon finishing it. 
For while it presents an admirable description of the postwar bilateral pay- 
ments agreements, no attempt was made to evaluate the effects of this method 
of financing on the level and direction of postwar trade. The failure to study 
the postwar bilateral payments agreements in a broader perspective represents 
a major shortcoming of the study. 

ELLioT ZUPNICK 

The City College of New York 


Tariffs: The Case for Protection. By Lew1s E. Lroyp. (New York: Devin- 
Adair. 1955. Pp. xiv, 207. $3.50.) 

This book is one of the many contributions—in length perhaps a major 
one—to the debate occasioned by the report of the Randall Commission. Its 
purpose is to demonstrate that further lowering of tariffs is against the in- 
terests of the United States; that therefore the Reciprocal Trade Agreement 
Act should not be extended. The fact that in the meantime Congress has 
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extended the Act for three years does not, of course, affect the argument. 

After a brief historical review of United States tariff policy and legislation, 
in the course of which he points out that since the peak of protection in the 
early ’thirties tariffs have been reduced on the average by about 70 per cent, 
the author refutes one by one various “myths” and misconceptions spread 
by free-traders: that tariffs are a tax on the consumer; that foreign competi- 
tion is needed to stimulate progress in the United States; that expansion of 
foreign trade is indispensable to the expanding economy of the United States; 
that low tariffs make for peace, or keep foreign countries from embracing 
Communism; that, in particular, the clamor for “trade not aid” is unfounded, 
because aid given to relieve temporary, war-caused hardships in friendly 
countries, should not be allowed to interfere with the principles of normal 
trade policies. He further disproves the basic claim of “free-trade theory” 
that free trade naturally benefits everybody. For in a world of separate, sov- 
ereign nations, each bound to look after its own interests first, free trade 
tends to benefit low-standard at the expense of high-standard economies, a 
fact exemplified even within national boundaries by the New England textile 
industries being ruined by low-wage competition of the South. 

Comparing next the present (1951) tariff positions of various countries the 
author finds that the United States has come to be among the lowest-tariff 
ones, with only Canada, Japan, Sweden and Netherlands a little below us; 
wherefore we need not feel any moral obligation to try further to “lead” an 
unregenerate world towards good world-citizenship--whose value, however, 
his whole argumentation anyhow seems to deny. 

The final chapters are concerned with a critique of present methods of 
setting tariffs. Under the Constitution, he claims, tariffs are the responsibility 
of Congress, not of the executive. Congress, moreover, closely attuned to 
the needs of the country and its industries, is bound to do a better job with 
tariffs than bureaucrats in the State Department misled by political considera- 
tions of foreign policy, bartering away the country’s independent tariff 
policy through commitments to international agreements (GATT!). 

Naturally a book of this kind is not meant as an objective presentation 
giving equal consideration to the many facets of the complex issue of tariffs; 
rather does it marshal the arguments which appear to support the author’s 
position. Critical questions to be raised among others, concern the construc- 
tion of the indices used to measure trade restrictions, which are doubtless 
more complex and problematic than would appear from the study; also the 
author’s failure to consider high productivity as strengthening the competitive 
position of high-wage industries, and to distinguish sufficiently between short- 
run and long-run effects of tariffs. Most serious seems the fact that much of 
the argumentation is directed against “absolute free trade,” which at this time 
is nowhere in question, since only limited, specific reductions of tariffs are 
under consideration, to be authorized under advice from the Tariff Commis- 
sion in exchange for reciprocal trade advantages, and under ample safeguards 
for industries threatened by foreign competition under the “danger point” 
and “escape clavse” of the Act. In this reviewer’s opinion the author holds, 
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moreover, an unduly low opinion of the economic and political value of 
foreign trade, and an extremely narrow view of the “national interest” in a 
world of separate, but nevertheless closely interrelated, national interests. 
The book is written in a clear and direct style. With arguments backed up 
by statistical tables and graphs, it may well win many a general reader for 
the cause of protectionism. 
JouHN V. SPIELMANS 
Marquette University 


Introduction to International Trade and Finance. By Lorte Tarsuis. (New 
York: John Wiley. London: Chapman & Hall. 1955. Pp. x, 536. $6.00.) 
This is a good textbook for undergraduates. By virtue of careful organiza- 
tion, the student can know where he is at any point and where he is going. 
Without oversimplification, the finer points are sacrificed to a more leisurely 
development of essentials. This involves some repetition and a style that does 
not strive for economy of language. 

The first 100 pages introduce the problems, concepts and method of analy- 
sis. The next 150 pages, which deal with allocation of resources, are divided 
almost equally between the analysis of trade in goods and services and analy- 
sis of capital movements. The analysis of the balance of payments that follows 
seems a little protracted. The remainder of the book, 245 pages, is devoted to 
an excellent treatment of the problems of disequilibrium and the means of 
adjustment. These sections include exchange rates, adjustments by income, 
price and capital movements, tools of commercial policy, direct controls and 
state trading, business cycles, structural changes, conflict and cooperation in 
merchandise trade and payments on investment, and a final chapter, “The 
United States and the World Economy: A Selfish View.” 

The student is introduced in the early chapters to national income analysis, 
multipliers and other concepts, such as, bilateralism and terms of trade. Em- 
pirical data are often used to illustrate and develop the ideas. This introduc- 
tory section covers a range of topics designed to orient the student who ! as 
had no more than a beginning course in economics. 

The explanation of international specialization is developed at some length 
with cost analysis carried forward largely by use of arithmetic example.. An 
innovation is the attention given to differences in mark-up. The theory of 
monopoly, however, is not developed. The pattern of trade depends on a com- 
bination of factors which include productive efficiency, profit margins, prices 
of resources, transfer costs and institutional barriers. Ideal use of resources is 
modified by “considerations of employment, of development, of distribution, 
and of security together with non-economic objectives.” 

The full treatment of capital movements, which parallels the price analysis 
of trade in goods and services, represents a felicitous handling of a subject 
that is sometimes marred by disguised value judgments. Equal interest rates 
(plus risk differentials) do not provide a satisfactory allocation of capital. 
The author is at pains to bring out that the right policy with respect to private 
and public foreign investment depends on preferences and objectives. Artificial 
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means to obtain expansion may be justified by external economies. But the 
more serious issue arises from dissatisfaction with distribution of the world’s 
income. 

When we come to the question of equilibrium, the exchange rate receives 
a liberal allotment of space. Loss of markets dictates adjustment of the ex- 
changes, but this may be resisted because of adverse effects on the terms of 
trade and because depreciation may precipitate wage demands that result in 
inflation. Direct controls do not cure the trouble. With inflation, the firms 
that should expand have trouble finding men and materials and the disequi- 
librium may be intensified. Rigid adherence to full employment weakens the 
inducements to make desirable structural adjustments. With depression, on 
the other hand, no project looks hopeful and “a country cannot fight scarcity, 
not even scarcity of foreign supplies, by producing less.” 

The author brings out very well the problems posed by the urgent desire 
for rapid change that is widespread in the world today. The blend of institu- 
tional and theoretical analysis results in a fairly realistic treatment at the 
elementary level. The microeconomic and the macroeconomic approaches re- 
ceive their due share of attention without reference to the history of doctrine. 
Historical material is sacrificed to the development of analytical tools. The 
presentation is nonmathematical and principles are elaborated verbally from 
the ground up. The tools of analysis are successfully presented in a manner 
that can be understood by an undergraduate. Those who feel that diagrams 
are essential in teaching will have to supplement the text. There is almost no 
reference to source material. 

Don D. HUMPHREY 

Duke University 


Business Administration 


The Big Business Executive. By MAset NEwcomer. (New York: Columbia 
University Press. 1955. Pp. xii, 164. $4.00.) 

Big Business Leaders in America. By W. Liuoyp WARNER and James C. 
ABEGGLEN. (New York: Harper and Brothers. 1955. Pp. 243. $3.75.) 
Occupational Mobility in American Business and Industry, 1928-1952. By 
W. Lioyp WarNER and James C. ABEGGLEN. (Minneapolis: University 

of Minnesota Press. 1955. Pp. xxi, 315. $5.50.) 

By coincidence, two completely independent studies of the economic and 
social backgrounds of businessmen have just been completed. One, Miss New- 
comer’s, is confined to presidents and board chairmen, and covers only the 
largest companies. The other is a sociological study of occupational mobility 
into the “business elite.” It covers a much wider sample of companies and 
business executives and is deliberately patterned after the classic study by 
Taussig and Joslyn published in 1932. Warner and Abegglen have chosen to 
publish their results in two forms. The important volume is Occupational 
Mobility in American Business and Industry, which addresses itself to a pro- 
fessional audience and presents the statistical results in an overwhelming 


218 THE AMERICAN ECONOMIC REVIEW 


array of tables. Their other volume is a more popular presentation of the 
same material, without all the supporting detail, to which has been added 
interpretations of interviews with selected businessmen. 

Miss Newcomer’s study will probably be of greater interest to economists 
than the other two volumes. It deals not only with the social and economic 
backgrounds of business leaders but also with such matters as the composition 
of boards of directors, incentives, and the kinds of training secured by top 
executives. Three generations of executives are included—those holding office 
in 1900, in 1925, and in 1950. 

Some of her findings are familiar; some are new. Today’s business leaders 
are professional administrators. She finds, as do Warner and Abegglen and as 
did Taussig and Joslyn before them, that sons of the well-to-do are more likely 
to reach the top than are the children of working-class families. More im- 
portant, however, mobility from below is tending to increase—rather than 
the reverse. The growing size of corporations has reduced the amount of social 
and economic inbreeding within the “business elite.” Paradoxically, the large 
corporation has made it easier for the poor boy, without capital or influential 
connections, to work his way into the higher executive ranks. The emphasis 
on a college education has increased, but it is also easier to get into college 
than was formerly the case. For success in the large corporation, a “college 
degree has become more important than great wealth, and easier to obtain.” 

Miss Newcomer is concerned over the narrowing in the business experience 
of our top executives in the last 50 years. Many fewer executives, relatively, 
had had some earlier experience running their own business in 1950 than in 
1900. Further, to an increasing extent, the executive’s entire business experi- 
ence is confined to one company. This narrowness of background is aggravated . 
by the growing tendency toward “inside” boards of directors in which half 
or more of the board is made up of the company’s own executives. 

There are many more bits of interesting information to be found in Miss 
Newcomer’s book, which is a valuable addition to the growing library on the 
men who guide our largest corporations. The book is simply written, shows 
sober judgment, and largely lets the facts speak for themselves. 

Warner and Abegglen’s study is concerned with the single problem of verti- 
cal occupational mobility. Taussig and Joslyn examined the economic and 
social origins of business executives as of 1928. By repeating the experiment 
for a similarly selected sample in 1952, the authors are able to make some 
valuable comparisons and bring to light trends in occupational mobility that 
have been in operation over a number of decades. 

The authors emphasize two points that I have already noted: today’s bus- 
iness leaders are most likely to come from the higher occupational levels, but 
mobility from below is tending to increase. While occupational mobility is 
still restricted, more rather than less vertical mobility has been taking place. 
Mobility is greatest in the largest companies. “The smaller firms are the 
organizations where mobility from lower levels is most difficult.” As does Miss 
Newcomer, they note the greater emphasis now being placed on college educa- 
tion, particularly by the larger corporations. 


be 
ag 
1 
I 
4 
a 
a 
4 
3 
4 


BOOK REVIEWS 219 


Warner and Abegglen investigate many other aspects of the mobility proc- 
ess: the occupations of fathers and grandfathers of today’s business leaders, 
regional mobility, size of birthplace, education of fathers and sons, formal 
business training, career patterns, mobility by type of industry and size of 
firm, role of influential connections and financial aid, the influence of mar- 
riage, etc., etc. No opportunity is lost to cross-classify the data; and the 
resources of IBM equipment have been used to the full. There are 132 tables 
in the text and 77 supplementary tables in the Appendix. 

Some of these detailed tabulations yield interesting findings, in addition 
to those I have already noted. But one has the impression that the results are 
frequently meager compared to the mass of data through which the reader 
must wade. Not all of the tables are worth presenting, and some of the cross- 
classifications could well have been eliminated. 

A final word about who are the “business elite.” Warner and Abegglen 
describe their sample as “composed of business leaders, defined as men oc- 
cupying the highest positions in the largest business firms” (p. 231). Yet 
more than 40 per cent of the respondents were from companies with gross in- 
come of less than $50,000,000 and there are even a few firms represented with 
gross income of less than a million dollars (presumably included to obtain 
adequate representation in those industries where concentration has proceeded 
least far). Also, only 20 per cent of the respondents were presidents or board 
chairmen; 75 per cent were vice-presidents, secretaries, treasurers, and the 
like; and 5 per cent were owners or partners, presumably of smaller concerns. 
The concept of a “business elite” needs some stretching to include all of these 
men. More important, this much heterogeneity makes it difficult to evaluate 
some of the authors’ findings, although there is a limited amount of classifica- 
tion by size of company and type of position. 

I have had little to say about the second volume by Warner and Abegglen. 
In so far as it summarizes the detailed statistical findings of the other volume, 
it serves a useful purpose. But the social and psychological interpretations 
based on a small collection of depth interviews are of dubious value; the 
generalizations are overly ambitious; and the authors might have thought a 
second time before writing in their concluding chapter that “i’rom this study, 
meaningful conclusions about the nature and well-being of our society may 
be drawn; vital precepts emerge to help us judge our conduct, discipline our- 
selves, and regulate our economic, political, and social life.” 

R. A, GORDON 

University of California, Berkeley 


Industrial Organization; Public Regulation of Business 
Report of the Attorney General’s National Committee to Study the Anti- 
Trust Laws. (Washington: Supt. Docs. 1955. Pp. 393. $1.00.) 
During the last twenty years important points of controversy have de- 
veloped with reference to American antitrust policy. Among the most sensitive 
are the status of oligopoly under the laws as to conspiracy and monopoly; 
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the limits of permissible exploitation of patents; the scope of antitrust 
action as to the conduct of American enterprises in foreign countries; the 
status of resale price maintenance; and the status of price discrimination, 
particularly with reference to delivered pricing systems. As to all of these 
matters except resale price maintenance, the law has become more rigorous 
since 1935, either through new legislation or through reinterpretation and in- 
tensified enforcement. As to resale price maintenance, a new area of exemption 
has been staked out. 

When a Republican administration took office in 1953, various business 
groups that had resisted and resented some aspects of the tightening of anti- 
trust policy thought the time was ripe for a reversal of the trend. They were 
encouraged in this view by the fact that under the previous administration 
only a presidential veto had prevented amendment of the Clayton Act and 
the Federal Trade Commission Act in a way designed to set aside recent 
decisions by the Federal Trade Commission and the courts. To revisionists 
the setting seemed encouraging. The new Administration avowedly intended 
to avoid radical domestic experiments, to pursue a so-called middle-of-the-road 
policy, and to avoid a “hostile” attitude toward business. The new chairman 
of the Federal Trade Commission was an attorney who had acted for the 
defense in various antitrust cases. The new Assistant Attorney General in 
charge of the Antitrust Division had been a judge in a state court where he 
had had no experience with antitrust problems. Various aspects of antitrust 
policy were being sharply criticized not only by business groups adversely 
affected but also by prominent economists and lawyers whe had no personal 
axe to grind. Symbolic of this criticism was an article on “Guideposts to a 
Revised National Anti-Trust Policy,” by a distinguished professor of law, S. 
Chesterfield Oppenheim, which appeared in the Michigan Law Review in 
June 1952. In the name of “workable competition,” Oppenheim had criticized 
recent decisions in which certain market conditions had been declared to be 
inherently unlawful, had advocated a return to the “rule of reason” in such 
matters, had recommended that the Clayton Act be revised so that it, like 
the Sherman Act, would be subject to the rule of reason, and had proposed 
that these changes be accomplished by legislation. In view of the sweep of 
the issues and the importance of the interests involved, Armageddon appeared 
to be impending. 

The new administration responded to the pressures to revise antitrust policy 
in two ways: First, existing activities were systematically reviewed by the 
new heads of the two antitrust agencies. In the Department of Justice the 
Assistant Attorney General personally reviewed every pending case, but 
decided that the prosecuting program was basically sound and should be 
continued. In the Federal Trade Commission several changes of emphasis 
and of policy were initiated by the new chairman with the general purpose of 
curtailing or eliminating what he regarded as extreme interpretations of the 
law; but here, too, cases that expressed older traditions of antitrust enforce- 
ment and middle-of-the-road interpretations of recent statutes continued to be 
vigorously pressed. 
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A second response was the appointment of a committee to study antitrust 
policy and make recommendations about it. Professor Oppenheim and the 
Assistant Attorney General in charge of the Antitrust Division became co- 
chairmen of the committee. The chairman of the Federal Trade Commission, 
the Secretary of Commerce, and the administrator of the Small Business 
Administration became members. The other members were between 50 and 
60 lawyers and economists conversant with antitrust problems. Though the 
lay membership was selected to represent a spectrum of opinions, the various 
points of view were not equally balanced. The committee included one or 
two lawyers who had worked for the antimonopoly agencies (including one 
former assistant attorney general) and a handful of professors of law and 
economics; but the core of the membership comprised attorneys who had 
specialized in the defense of antitrust cases. The extremes of opposition to 
recent antitrust policies were represented on the committee but the extremes 
of support were not well represented. (For example, the committee did not 
include Thurman Arnold, whose administration of the Antitrust Division had 
established several of the legal doctrines that have been most sharply criti- 
cized.) In spite of this bias, however, the committee’s membership included a 
large proportion of the ablest students of antitrust problems. Among them 
were persons well known for their candor, courage, and selflessness. 

In the committee’s off-the-record deliberations, proposals for major re- 
vision of antitrust policy were quietly buried. Indeed, the committee has not 
chosen to formulate the alternatives as to policy or to present a reasoned 
statement of the pros and cons. It has not made a contribution to a great 
debate or prepared a manifesto for either side in a social struggle. Instead, 
it has attempted to find common ground among opposing views. In doing so, 
it has devoted its major attention to analyzing the present state of the law, 
and in this part of its work has made an outstanding contribution to legal 
scholarship. Its recommendations reflect the self-denial of its members in 
seldom pressing matters as to which no consensus was possible. Consequently, 
the legislative recommendations are neither numerous nor far-reaching; the 
recommendations as to administrative policy and interpretation of statutes 
are largely concerned with questions too technical and specialized to have 
fundamental importance; and there has been an obvious attempt to hold 
down the number and scope of the statements of dissenting views. The com- 
mittee missed a good chance to sharpen public understanding of the basic 
issues of policy. It has, however, made a valuable contribution to policy in 
demonstrating the extent to which bitter opponents agree upon a large 
number of fundamentals. 

The pursuit of unanimity has prevented the committee from expounding 
fully the reasons for many of its recommendations. Accordingly, even where 
there is full agreement, the rationale of a recommendation is often only partly 
developed. Since the recommendations are not assembled in one place, and 
since the drafts of the various parts of the committee’s report were prepared 
in working subcommittees, it is probable that the committee never considered 
its various suggestions as a coherent whole. When an observer does so, the 
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impact of the point of view of defense counsel becomes evident. Taken 
individually, most of the recommendations are reasonable or at least plausible. 
Taken collectively, however, most of them are suggestions for relaxing some 
feature of law or administration that is thought to be unduly severe. Very 
little of the committee’s work and very few of its recommendations have to 
do with the question whether existing law and policy leave important prob- 
lems unsolved and, if so, what more can be done about these problems. 

For example the committee presents two legislative recommendations and 
a number of administrative recommendations designed to relax the price- 
discrimination laws. At no point, however, does the committee consider 
whether anything needs to be done to make the law of price discrimination 
more effective in accomplishing its proper purposes. 

Again, the committee discusses at some length the appropriate limitations 
that should be placed upon the use of the antitrust laws to control restrictions 
by American and foreign companies acting overseas; but, in spite of the 
urging of some of its members, the committee refused to consider making any 
recommendation as to joint action with other governments to curb such 
international restrictions more effectively. 

Concern to eliminate inconsistencies and excesses in the antitrust policy 
is healthy. Concern to make sure that the policy accomplishes its central 
purpose is healthier still. The latter type of concern appears in the com- 
mittee’s report primarily in the analysis of the existing law. It has little effect 
upon the recommendations. Indeed, the committee’s suggestions for strengthen- 
ing the antitrust laws as a weapon against restrictions by business are very 
few: repeal of the Miller-Tydings and McGuire Acts, which exempt resale 
price-maintenance contracts; grant of civil investigating power to the Attorney 
General; permission for the government to sue for damages which it may incur 
as a buyer of monopolized goods; and a modest increase in criminal penalties 
for violation of the Sherman Act. 

The recommendation as to resale price maintenance is a bold one, for 
which the committee deserves full credit. The other proposals have been 
repeatedly made by the Antitrust Division. They would strengthen the govern- 
ment’s hand in minor ways. 

Corwin D. Epwarps 

University of Chicago 


Minimum Price Fixing in the Bituminous Coal Industry. By Watpo E. 
FisHER and CHartes M. James. A Report of the National Bureau of 
Economic Research in cooperation with the Industrial Research Depart- 
ment, Wharton School of Finance and Commerce. (Princeton: Princeton 
University Press. 1955. Pp. xxxi, 523. $10.00.) 

This primarily descriptive study was sponsored by the Committee on 
Government Price Regulation of the National Bureau’s Conference on Price 
Research. After rather meager discussions of the nature of the bituminous coal 
industry and attempts at regulation before 1937, the purposes and provisions 
of the Bituminous Coal Act of 1937 are set forth, followed by a chronological 
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description of actions taken under the Act. Next are five chapters (237 pages) 
on the procedures followed in developing minimum prices, with emphasis on 
the administrative problems involved. Then comes a long chapter appraising 
the Act and its administration, followed by a brief postscript on industry 
developments since the expiration of the Act in 1943. 

The bulk of the study is thus a description of the tortuous processes by 
which a minimum price structure was devised. The detail, complexity, repeti- 
tion, occasional confused organization and lack of clarity of the study are 
probably quite comparable to those involved in the actual process of trying to 
set minimum prices for a major industry. 

The administrators of the Act were supplied not only with vague and prob- 
ably inconsistent objectives, but also with a specific and virtually unworkable 
method by which to approach them. In brief, they were directed to devise a 
pricing schedule (a) which was based on average costs by districts, and 
(b) which would preserve “existing fair competitive relationships.” The admin- 
istrators therefore worked long and hard at constructing a price structure 
based on costs, and then proceeded to modify and revise the schedule until 
it paralleled (at a higher level) the unregulated price structure. It was another 
triumph of the unfortunate notion, beloved of Congress and the Interstate 
Commerce Commission, that competition requires that all producers have an 
opportunity, however artificially contrived, to enter almost any market. 

If this was to be the end result, it is a pity that Congress did not simply 
charge the administrators to raise prices and maintain the existing competitive 
relationships, and let them do it their own way, instead of forcing them to 
go through the complex process actually followed. 

Fisher and James give a good picture of the infinite problems involved in 
devising a price schedule for a major industry, which should give pause both 
to the would-be price fixer, who would perhaps be better advised to seek his 
objectives via taxes and subsidies, and to the microeconomic model builder, 
who, this study suggests, should place more emphasis on price and market 
stability as entrepreneurial objectives. 

The zest of the authors in describing the implementation of the Act con- 
‘trasts with their apparent discomfort in appraising it. They explicitly limit 
their critique: 

An appraisal of the many objectives and measures for achieving stability 

in the bituminous coal industry, absorbing as that may be, does not fall 

within the task undertaken by those responsible for this study. They 
have set as their primary task the analysis and appraisal of the mini- 
mum price-fixing experiment conducted under the Bituminous Coal Act 

of 1937 (p. 315). 


Although Chapter 10, concerned with appraisal, is the longest in the study 
(138 pages), a large portion of it is devoted to a summary of the rest of the 
book, and the authors’ recommendation that the reader begin with this chapter 
is well taken. In their critique they have drawn heavily on a few other writers, 
and contribute little of their own except summary statements and rather 
elementary conclusions. The latter are advanced rather hesitatingly and, the 
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reader feels, were reached through personal experience and study rather than 
derived from the data and arguments presented here. They have in effect 
cleared the ground and provided some leads for a thorough-going analysis of 
the objectives, provisions, and administration of the Act. As Fisher and James 
show well, any conclusions on the effects of the Act would have to be primarily 
deductive, for before the minimum price schedules had actually been put into 
effect the imminence of war had virtually eliminated the problem they were 
intended to solve. 

This study includes a wealth of statistical information on the industry. A 
bibliography would have been welcome. 

H. T. Kopiin 
University of Oregon 


Des ententes de maitres de forges au plan Schuman. By HENRI RIEBEN. 
(Lausanne: Author. 1954. Pp. xxiv, 556.) 

Reading the 20-page table of contents of this large book one gets a sense 
of Gallic logic ordering German Griindlichkeit in a fashion that, though 
formidable, is perhaps specially apt for a Swiss author. Another combination 
of attributes is suggested by the fact that the author works for a Swiss iron 
and steel trading company and secured his doctorate at the University of 
Lausanne with an earlier draft of this book. Massive as the book is, the 
main line of reasoning stands out clearly. The central problem is how to find 
an acceptable organization of the steel industry. 

‘The analysis begins with an exposition of Jaisser faire theory and the 
familiar argument that conditions of steel production do not fit the assump- 
tions of automatic adjustment. Heavy investment, sluggish expansion of 
supp!y, high fixed costs, technological pressures making for concentration, and 
other factors create a situation in which the steel industry cannot adjust to 
rapid fluctuations in demand without a life and death struggle. Hence the 
classical market mechanism fails to solve the central problem of the book. 

Vertical concentration is the industry’s attempt to reduce its vulnerability. 
Horizontal concentration and cartel arrangements are attempts to adapt the 
market to the exigencies of steelmaking. M. Rieben traces in some detail the 
growth of concentration in steel production in the United States, Britain, 
France, Germany and Belgium. Then comes the international steel cartel, in 
its several phases. The cartel is seen here as an effort to safeguard national 
cartels and concentrations against the strong pressures of the world market 
and to apply internationally, on a limited scale, the combination of adaptation 
to and control over the market that the constituent parts applied at home. 

Rieben is quite sympathetic to the cartel. He sees it as a reasonable, almost 
statesmanlike, attempt to deal with a pressing problem. He admires the ability 
of key men engaged in running the cartel. He notes the danger to the public 
interest in the effective mobilization of a single private interest but apparently 
believes this danger never became real because of the weakness of the cartel 
and its lack of lev:rage on major economic forces, On the complicated question 
of prices, Rieben explains the limitation on the effectiveness of the cartel’s 


1 
| 
4 
“| 
4 


BOOK REVIEWS 225 


measures but concludes that its influence was “extremely propitious. Erecting 
an ingenious and effective barrier against speculation, the cartel’s price policy 
was the source of a marked stabilization of the sales price of steel and of a 
definite regularization of the international exchange of steel and steel prod- 
ucts. In doing this it rendered the greatest service not only to the producing 
states, but also to the importing states” (p. 273). Furthermore, the cartel 
contributed to the elimination of dumping. Unfortunately, these conclusions, 
which seem to refer primarily to 1933-38, are not buttressed by as much 
evidence as they require for validation. Much fuller analysis, with statistics, 
can be found in the well-known works by Hexner (which Rieben cites) and by 
Stocking and Watkins (which he does not), and in the more recent study by 
Giinther Kiersch, /nternationale Eisen- und Stahlkartelle (Rheinisch-West- 
falisches Institut fiir Wirtschaftsforschung; Essen, February, 1954.) 

An important part of the book deals with the cartel as a means of creating 
stability and order in the steel industry. Using a classification of the causes 
of business cycles devised by Firmin Oulés of Lausanne, Rieben examines the 
cartel’s performance in some detail. The record is not very spectacular. He 
assigns the cartel some success in re-establishing orderly international trade 
after the first world war, a few minor achievements in tariff matters, and some 
psychological advantages. “Clarification. of the market”—-which plays a large 
part in this analysis of business cycles—was to some extent provided by the 
cartel, but there was inadequate dissemination of the information collected. 
Technologicai change, the rate of investment, and the demand for iron and 
steel are key matters in which the cartel had little influence. Rieben ascribes 
the weakness of the cartel’s business-cycle policy to a number of factors, of 
which the most important are the lack of control the cartel had over the 
constituent national steel industries and its inability to extend its influence 
outside the industry to the factors determining the market for steel. In con- 
trast to the cartel, the British Iron and Steel Federation appears to Rieben 
as almost a model of intelligent and effective management, particularly in its 
policy of “planned development” as expressed in the writings of Robert Shone. 

The Schuman Plan appeals to Rieben as an organization with the potential- 
ity of bringing order to the steel industry in a way that the cartel was unable 
to do. The main advantages lie in the influence of the High Authority and 
the other organs over investment; their ability to reach into the whole in- 
dustry, including each national segment, whereas the cartel was limited to 
the process of international trade; superior facilities for clarification of the 
market; commitment to a “social policy” including a voice for labor; and, 
very importantly, the quasigovernmental status, incorporating real elements 
of power representing the public interest. These last two features go far, in 
Rieben’s view, to overcome the cartel’s disadvantages of being tempted into an 
abuse of power and of the damage to its reputation resulting from unneces- 
sarily clandestine operations. The disadvantages of the Schuman Plan com- 
pared to the cartel, according to Rieben, are the lack of industrial leadership 
and expertise, the dangers of bureaucracy, and the suspicion and tension 
between the High Authority and industry people. 
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Rieben regards it as a paradox that the Schuman Plan should be the 
extension of the same effort that created the cartel, and yet should be set 
against industrial ententes, both by the animus of the originators of the coal 
and steel pool and by the behavior of the industry in such matters as price 
policy. The dilemma, Schuman Plan or industrial ententes, seems to him 
a false one. Looking for a way out, he recommends mutual recognition of 
the similarity of aims of the Schuman Plan and of constructive industrial 
ententes, and greater cooperation between the High Authority and industry. 
He emphasizes the coal and steel treaty’s acceptance of industrial agreements 
that promote specialization and urges that the High Authority make greater 
use of industrial organizations in carrying out its policies. In such cooperation 
he sees the possibility of the growth of a new order for the steel industry 
that is neither the inadequate /aisser faire nor the defective concentration and 
cartel, but rather an arrangement in which the true self-interest of the in- 
dustry, coupled with its expertise, is combined with the assurance of the 
primacy of the public interest, based on the character of the supranational and 
other political organs of the Community, to create a new harmony of interest 
that will make for stability and also for progress. 

Having so wide a scope, this book is undoubtedly open to criticism at a 
number of points in addition to those indicated or implied in this review. 
Perhaps the most fundamental weakness is what frequently appears to be a 
rather uncritical acceptance of the view that what the steel industry thinks 
is good for itself really is good for its customers and the public interest as 
well. Rieben is, of course, aware of this set of problems, and, as I have indi- 
cated, recognizes the need for surveillance in the public interest, but unfortu- 
nately he does not fully analyze the economics of this supposed harmony of 
interests. Nevertheless, this book is an interesting one, worth consulting on 
many issues. 

WILLIAM DIEBOLD, JR. 

Council on Foreign Relations, New York 


Public Policies toward Business. By CLAtr Witcox. (Homewood, IIL: Richard 
D. Irwin. 1955. Pp. xix, 898. $6.50.) 

All things weighed, this is a monumental work in its field. Designed as a 
textbook, it not only serves that purpose admirably, but also stands as an 
excellent reference book for the professional economist. It is the kind of book 
that can come only out of years of study and experience. The result in this 
case has certainly been worth waiting for. 

As its title suggests, the book ranges beyond the traditional subject matter 
represented by antitrust policy and closely allied questions, though these re- 
main the focal point. The broad area covered might be described as “structural 
policy,” to distinguish it from its counterpart “fiscal policy.” The range of 
subject matter is revealed by the headings of the seven parts of the book: 
Bases and Types of Control; Maintaining Competition; Supplementing Com- 
petition; Moderating Competition; Substituting Regulation for Competition; 
Substituting Public for Private Enterprise; and Alternatives of Policy. Under 
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these headings come such concrete topics as antitrust policy, the patent system, 
governmental loans and subsidies, labor laws, conservation policies, fair 
trading, agricultural price supports, compulsory cartels, rate regulation, price 
controls, socialized industry—and many more. 

With such comprehensive scope it is natural to expect the quality of dis- 
cussion to be somewhat uneven. Professor Wilcox speaks with convincing 
authority when dealing with the central problems of monopoly and conven- 
tional areas of governmental regulation of business, with diminishing effective- 
ness as he moves farther and farther afield. Some peripheral discussions, such 
as those of labor law and regulation of capital markets, seem to have justifi- 
cation only in filling out the grand scheme. Yet these are exceptions: there 
is something useful to be learned at almost every point in the book, if only in 
the form of a concise summary of relevant descriptive material. Moreover, 
the whole conveys a picture of the role of government in American economic 
life that could not be as effectively presented in any other way. 

Wilcox has his opinions and does not hide them. His economic philosophy 
is generally eclectic and middle-of-the-road, though his thinking on contro- 
versial political issues tends to be partisan. For both reasons his opinions are 
not always as consistent as they might be. He cannot seem to find any ex- 
tenuating circumstances to excuse enterprise monoply, large or small; but 
compulsory cartels, even of gigantic size, are condoned as the lesser of evils 
when there is “unequal bargaining power.” Competition is the ideal disciplinary 
force for the economy; but it should be restrained when its discipline is rigor- 
ous, as in agriculture. Widespread control of the economy through administra- 
tive organs of the government contains serious dangers; but the best way to 
improve antimonopoly policy in the large is to expand, centralize, and co- 
ordinate administrative staffs. And so on. 

Criticism of apparent inconsistencies of this sort can, of course, be carried 
too far, until it is implied that one ought to be an inflexible doctrinaire. It is 
to Wilcox’s credit that he is not. At the same time, the inconsistencies in his 
views are symptomatic of a more fundamental weakness: a failure to raise, 
let alone come to grips with, broader issues of economic policy, such as the 
problem of the rule of law versus the rule of men. This is not to ask for a 
scholarly treatise on the subject, but merely for recognition of its importance 
in controversy over economic policy. Wilcox seems to focus his concern too 
narrowly on the consumer as consumer and on the producer as producer; 
he fails to view either as a citizen, or group of citizens, in a vast political 
system. At times he even seems to criticize the courts for paying too much 
attention to the law, as opposed to the “welfare” of some economic unit or 
other. His perspective seems narrow in another respect in that he does not 
always separate minor annoyances from major crimes: enterprise monopoly 
and collusion at all levels of grossness are painted equally black. One could 
almost come away from the book feeling that, other things equal, Wilcox 
would prefer big government to small monopoly. 

Economists will also find controversial matters at the analytical level. In 
the opinion of this reviewer, Wilcox appeals much too often to the principles 
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of “equalizing bargaining power” and offsetting inelastic supply and demand 
in justifying substantial departures from competition. Similarly, he accepts 
some conventional arguments against “unfair” and “cut-throat” competition 
a bit uncritically. 

It is a good thing there are these controversial matters in the book; other- 
wise the teacher using it as a text would have little to say to his class. At the 
level of describing particular issues concisely, of providing historical back- 
ground for economic and legal developments, and of setting forth current 
policies, this book Has no peer. It is even doubtful that any small collection 
of books equals it. And along this line, the outstanding bibliographies at the 
end of each chapter deserve special praise. 

All things weighed, this is indeed a monumental work in its field. 


G. WARREN NUTTER 
Vale University + 


Public Utilities; Transportation; Communications 


Les chemins de fer suisses aprés un siecle 1847-1947. Published by L’Office 
Fédéral des Transports (Eidgendssisches Amt fiir Verkehr), under the 
direction of René Thiessing and Maurice Paschaud. Vol. I, Généralités, 
histoire, finances, statistique, personnel (1949, pp. 621). Vol. II, Jn- 
stallations fixes des chemins de fer a voie normale et a voie étroite (1950, 
pp. 589). Vol. III, Le matériel roulant des chemins de fer ad voie normale 
et @ voie étroite (announced for 1955). Vol. IV, Administration, ex- 
ploitation et trafic (1954, pp. 571). Vol. V, Les chemins de fer de 
montagne et les moyens de transport pour le trafic urbain et de banlieue 


(publication date to be announced). (Neuchatel: Delachaux et Niestle. 
Each vol., fr. 18.) 


The centenary volumes of the Swiss railways may best be described as 
monumental in the several senses of the word. Each handsome volume con- 
tains a large number of essays by responsible officials of the railways, both 
federal and private, and in some cases by others. While each sets forth the 
historical background of its subject, the essays are remarkable for the careful 
descriptions and analyses of present-day operations. Economists and ad- 
ministrators will find the first and fourth volumes the most useful; the other 
volumes, concentrating on the physical means of transport, will attract the 
technician or enthusiast. 

The phases of Swiss railway history are surprisingly like the American. 
As in this country, early development was left to the local authorities, who 
granted concessions to private companies. The decision to leave railways to 
the cantons was taken only after considerable debate over the merits of state 
ownership. But the leading exponent of private railways hoped to establish 
a national university, and doubted the new federation’s ability to undertake 
both responsibilities! But after twenty years, authority was assumed by the 
confederation, under pressure of the importance of the transalpine routes. 
Europe lacked a north-south transit route; the Swiss wanted to forestall 
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transit competition by their then powerful eastern neighbors, the Austrians, 
and at the same time to bind Ticino south of the Alps more closely to the 
confederation. Sardinia and Baden also sought connections independent of 
Austria, although by the time the Gotthard was opened, Austria had already 
diminished in importance, and the tunnel served to connect the new states 
of Italy and Germany. 

During the two final decades of the nineteenth century the railways fell 
into financial difficulties, at least in part from overextension in rural areas 
(compare with railway construction on our plains and prairies in the same 
era), and their shares were bought by foreign speculators. A plebiscite at 
the turn of the century led to the purchase of the major systems at net book 
value, and the formation of the present federal railways. Of the major Alpine 
tunnels, the Gotthard and Simplon entered the system later, and the Létsch- 
berg remains “private.” (Truly private railways are rare in Switzerland; 
most are publicly owned, ordinarily by the canton, and their deficits are 
publicly guaranteed. They are organized, however, as limited liability corpora- 
tions, and their labor lacks the civil service status of the federal railways’ 
employees.) Throughout the evolution of Swiss railways, the jockeying of 
cities and cantons has been important, just as in this country, and Bauer, 
the author of the long historical essay with which the volumes begin, shows 
a considerable insight into committeemanship. 

As the volumes contain more than one hundred essays, it is impossible to 
mention all authors, but among the articles of outstanding interest to econ- 
omists are those by Berchtold on transport economics, and Dirlewanger on 
freight tariffs. The latter analyzes past and present tariffs individually, in- 
cluding recent price action looking toward improving the rails’ domestic com- 
petitive position vis-a-vis highway carriers. The contract system he describes 
between the railways and shippers is not unusual on the continent, although 
the Swiss railways are handicapped, relative to some other administrations, 
by the strict requirement that all shippers in the same condition be treated 
equally. Unique is the set of contracts between the railways and truckers, 
consequent on the abolition of federal control over trucking in the 1951 
referendum, whereby the long-distance truckers abstain from expanding their 
fleets and the railways abstain from entering over-the-road trucking. 

Miillener sets forth the technique of a little-known specialty: the construc- 
tion of the annual May time table. The few international trains are agreed 
on by October; then, following preliminary plans laid down during the sum- 
mer, long-distance domestic trains are adapted to the international schedules; 
by December the locals and branch-line connections are set. In January and 
February the public suggestions are considered and in early March freight 
trains are interspersed on the remaining paths. Rigid schedules at certain 
minutes of each hour, such as exist throughout Holland and on certain serv- 
ices in this country (e.g., New York-Philadelphia-Washington on the Penn- 
sylvania) are considered, and the reasons for their rejection in Switzerland 
discussed. 

There are also detailed expositions of operations, and of labor relations. 
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This reviewer was quite charmed by the evolution shown by reproductions 
of railway advertising posters over eight decades. The bibliographies, how- 
ever, are spotty, and while subheadings are included in the table of contents, 
there is, at least in the volumes thus far published, no index. A German- 
language edition is also available. 

Throughout, the authors are careful to point out the controversies which 
have arisen over both organizational and technical matters: the factors for 
and against the decision taken, and, sometimes, those which led to a later 
reversal of that decision. Perhaps because Switzerland is not a growth econ- 
omy like ours, there is not the impression, often given by American business 
histories, of supermen guiding their ever-expanding firms by an always cor- 
rect intuition. The Swiss railways are not large enterprises by American 
standards, but one may only wish for an equivalent literacy and scholarship 
in American business executives and business histories. 

JouN P. CARTER 

University of California 


Industry Studies 


The Hard-Surface Floor Covering Industry. By RoBert F, LANZILLOTTI. 
(Pullman: State College of Washington Press. 1955. Pp. xiii, 204. 
$4.00.) 


Lanzillotti has taken a differentiated oligopoly on which very little in- 
formation was previously available and made a creditable addition to the 
body of case-study literature. In addition, he has contributed to our economic 
knowledge in another way by offering a hypothesis about multiproduct firms 
in oligopolistic situations. 

Previous information on the hard-cover flooring industry, which includes 
the older linoleum and felt-base products as well as the newer tiles (asphalt, 
plastic, cork, rubber), was primarily restricted to Census data. Adding in- 
formation from corporate reports and private industry sources Lanzillotti 
finds that the 1947 Federal Trade Commission asset concentration ratio of 
92 per cent for the three largest firms is considerably overstated. The struc- 
ture in 1952 is still oligopolistic, with a competitive fringe, but the largest 
“five or six companies hold in the neighborhood of 60 per cent of the total 
net fixed assets of the industry” (p. 59). The simple concentration ratio is 
inadequate, however, because: (1) the “perennial gale of creative destruc- 
tion” has created new special-use close substitute products with new smaller 
firms becoming important on specialized coverings; and (2) the product 
mix of the few full-line producers contains products only remotely connected 
to hard-surface floor coverings. Armstrong Cork, for example, produces over 
300 different products including building insulation, glass containers, and 
textile machinery. Floor covering firms have branched into other fields and, 
conversely, large firms such as Goodyear have expanded into the floor cover- 
ing industry. Lanzillotti suggests that such diversification of product mix may 
be due to the strategy of oligopolistic firms. It may be a method of expand- 
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ing without disturbing the modus vivendi within the monopolized industry. 
If so, information about product strategies may tell us more about the “larger 
subject of firm strategy and behavior” (p. 137) without closing the range of 
indeterminancy in the oligopoly problem proper. Unfortunately, the limited 
nature of this book precluded a full-scale test of the hypothesis. 

The findings on price leadership in the floor covering industry are, curi- 
ously, neither negative nor positive. The “dominant firm” type of price lead- 
ership (Armstrong initiated 31 out of 169 price changes between 1933-1940) 
is rejected because Armstrong possessed no coercive power (p. 142). “Baro- 
metric” price leadership is rejected because no single leader emerged, time 
lags were present, and not all price changes were followed. The author’s con- 
clusion is that price leader models need to contain more variables. 

Appraising the industry against the concept of workable competition the 
author uses alternatively the criteria of Clark, Stigler, Bain, and Markham. 
By each set of criteria the industry receives a passing grade, albeit with some 
hesitation because of the lack of objective standards for the various norms. 
The appraisal is entirely direct and straightforward: Are profits high or low? 
Are there many or few firms? 

A case study of an industry with such vague boundary lines and with as 
little published data is bound to leave many unanswered questions. Further 
work on the industry may modify some of the tentative findings on both struc- 
ture and performance, but the student of differentiated oligopoly will find 
that Lanzillotti’s case study marks a very satisfactory beginning for this in- 
dustry. 

CHARLES R, DEAN 

Harpur College 


Land Economics; Agricultural Economics; Economic Geography 


The Nation Looks at its Resources: Report of the Mid-Century Conference 
on Resources for the Future. (Washington: Resources for the Future, 
Inc. 1954. Pp. xii, 418. $5.00.) 

The Mid-Century Conference on Resources for the Future, held in Wash- 
ington, December 1953, was sponsored by Resources for the Future, Inc., 
and supported by the Ford Foundation which has been very much interested 
in conservation since it was first organized. Many representatives of industry, 
universities, government agencies and private organizations helped in plan- 
ning the conference, which was attended by some 1600 people from various 
walks of life but with a common interest in natural resources. 

Unlike most conferences, this one was devoted almost entirely to informal 
discussion rather than formal papers. On some problems university and gov- 
ernment experts presented public points of view, corporation officers and 
specialists presented the views of business; and the resulting diversity of 
views is one of the most valuable features of the Report. Academic men and 
bureaucrats doubtlessly sometimes fail to consider the problems of business 
carefully enough, and businessmen usually have difficulty in getting the social 
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point of view, particularly as it refers to the future. Here all points of view 
are offered and discussed. There is one theme, however, that runs throughout 
the discussions—the need for more research, particularly pure research. 

In some sections of the conference; the chairmen tried to summarize the 
views presented, but the summaries of such free and helter-skelter discussions 
cannot be very satisfactory. So also no review of this Report can be very 
good; no review could adequately describe the vast amount of information 
presented and the diversity of points of view expressed. The Report is a gold 
mine for anyone interested in our resources and their conservation. 

It is somewhat cheering that one or two of the conferees noted that the 
recent spurt in the birth rate is related to the problem of conservation. Is it 
not actually one of the most important aspects of that problem? 

Joun 


University of Kansas 


American Agriculture: Its Structure and Place in the Economy. By RONALD 
L. Micuety. (New York: John Wiley. London: Chapman & Hall. 1955. 
Pp. xii, 187. $5.00.) 

This monograph is the first in a series based on the 1950 Census. It attempts 
to place agriculture in perspective relative to the whole economy—to provide a 
picture window through which those outside of agriculture, but interested in 
it, can observe this important and fast-changing segment of our economy. 
Another not entirely consistent purpose is to present some analysis of consider- 
able quantities of Census data, supplemented by research results of the U. S. 
Department of Agriculture. Perhaps the author has done about as much with 
this complex assignment as should be expected. However, the result is neither 
an easy-flowing word picture of agriculture for the outside observer nor a 
completely satisfactory analysis for the agriculturist. 

The first chapter, “Agriculture Today and Yesterday,” deals with changes 
in population, in production technology, even in eating habits (which dictate 
products produced). Rapid change is, of course, the most significant char- 
acteristic of modern agriculture, and Mighell rightly gives a high place to re- 
search and education in the process of change. Production per man hour has 
gone up nearly 80 per cent since the mid-1930’s. We are eating more livestock 
products and more fruits and vegetables. But this report necessarily omits 
much of what has happened in farming in the period of very rapid change since 
1947. 

Agriculture has become not only a scientific but a commercial enterprise, 
very much dependent on the functioning of the rest of the economy. About 
half of the goods and services that enter final consumption have farm origins. 
And the farmer is concerned with the share of income he receives. In 1950 
the 16.6 per cent of the U. S. population living on farms received eight per 
cent of the national income (Ch. 2). 

The Census now uses a new economic classification of farms. One of the 
longer chapters is a detailed description of these data and their significance 
(Ch. 4). This will be valuable to the researcher but somewhat tedious to one 
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wanting a brief word picture of agriculture. In this and other chapters, the 
author has presented a large fund of facts about agriculture: the dimensions 
of the agriculture plant—its labor, capital, technology and land (Ch. 3); the 
size and type of farms, and their geographic distribution (Ch. 4 and 5); farm 
tenure and debt (Ch. 6); part-time and residential farms (Ch. 7); social 
characteristics of the agricultural population (Ch. 9). 

It is good to see a chapter entitled “Group Action,” which at least points 
up the significance of farm organizations, farmers’ cooperatives, and govern- 
ment programs in today’s agriculture (Ch. 8). Nevertheless, the chapter seems 
somewhat out of character both for the book and for the author. The Census 
gathers little data on this subject and only a limited amount of U. S. Depart- 
ment of Agriculture research has been done to fill in the blanks. Hence, the 
chapter is rather thin and its contents are not well related to the rest of the 
book. 

The Social Science Research Council, the Russell Sage Foundation, and 
the Bureau of the Census have been primarily responsible for arranging the 
planning and preparation of this series of Census monographs. 

American Agriculture fails to perform its stated function of providing a 
window through which a large number of people outside of agriculture will 
want to look. In spite of that, it is a valuable reference for classroom teachers, 
researchers, and public officials. It should be in the economist’s library. 

RAYMOND J. PENN 

University of Wisconsin 


A Statistical Study of Livestock Production and Marketing. By C.1rForD 
HitpretH and F. G. Jarrett. Cowles Commission Monograph No. 15. 
(New York: John Wiley and Sons. 1955. Pp. xiii, 156. $4.50.) 

This monograph records the authors’ attempts to derive numerical esti- 
mates of economic relations between the price and volume of livestock prod- 
ucts produced and sold annually in this country. The Cowles Commission’s 
interpretation of its current motto “theory and measurement” suggests the 
approach followed by the authors. 

With construction of price and volume indices reflecting the aggregation 
of cattle, calves, hogs, chickens, turkeys, sheep, milk, and eggs, the authors 
provide data for use with other time series in the quantifying of alternative 
models. As they proceed from an initial model through revisions, various 
problems are encountered: questions related to aggregation, gaps in the data, 
formulation of models which are conceptually acceptable yet econometrically 
manageable, numerical results which differ among formulations for reasons 
which can only be conjectured. 

The chapter on “The Economic Model” presents a nonquantitative out- 
line of the economic rationale underlying the relations investigated. The nu- 
merical results are summarized in the fourth chapter, with more detailed 
treatment of The Production Relation, The Farm-Decision Relations, The 
Demand Relation in subsequent chapters. Of interest to marketing students 
is an analysis of relations between elasticities at various levels of the distribu- 
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tion system, a topic which has been considered elsewhere although not so 
fully as here. The results of simultaneous equations “limited information” 
and traditional single equation “least-squares” methods are compared; some 
readers may be surprised at the frequency with which the two methods yield 
remarkably similar “answers.” 

With the view, “The ultimate purpose of deriving economic relations is 
useful prediction, and success in prediction is the final test of any structure,” 
the authors test their model formulations based on 1920-1949 against 1950 
data. The results of the tests are generally disappointing. The authors in- 
terpret the differences between the observed and calculated values of the post- 
war period as evidence of a structural change in demand. Future studies, 
they conclude, should be based on fairly complete models for individual 
products. 

As a report on experience with econometric methodology, the monograph 
merits examination by those concerned with quantitative economics. Particu- 
larly refreshing is the way in which the authors record their difficulties, un- 
solved problems, and awareness of the questionable validity and usefulness 
of the numerical results. When the models and substantive findings are 
viewed with judicious caution, as is done by the authors, their work repre- 
sents an endeavor to strengthen the bonds between economic theory and 
statistical measurement. 

SIDNEY Hoos 


University of California 


Experience in Urban Real Estate Investment—An Interim Report Based on 
New York City Properties. By Leo Gresier. (New York: Columbia 
University Press. 1955. Pp. xviii, 277. $9.00.) 

The hypothesis has often been advanced that returns on investments in 
real property are relatively attractive compared to returns on other types 
of investments. This proposition has at last been subjected to some tentative 
testing by Professor Grebler of Columbia University. In this book Grebler 
analyzes income properties in the city of New York for the specific purpose 
of inquiring into the (1) financial record of urban real estate as an invest- 
ment, (2) variations in returns earned on different types of properties, and 
(3) the most important forces affecting the rate of return on urban income 
property. He presents information concerning elevator and walk-up apart- 
ments, small houses, rooming houses, office buildings, lofts, and a group 
called “taxpayers” (defined as business structures of two stories with stores 
on the ground floor). The analysis covers 581 properties which were held 
by their owners for a continuous period of at least fifteen years, and in al- 
most 90 per cent of the cases for 20 years or more. Since the properties were 
not selected by sampling, the findings must be considered at best tentative. 
Grebler is very conscious of the limitations of the data and constantly cau- 
tions the reader against drawing unsupportable conclusions. 

Earnings on investments in real property depend upon movements in in- 

come and expenses through time. From 1915 until 1929 income earned on 
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real property rose much more rapidly than expenses, so the increase in net 
income during the period was very substantial. In most of the period from 
1930 until 1950, the last date for which information is available, the reverse 
was true—gross income fell faster than expenses. Even in the prosperous 
1940’s net incomes for most properties were around two-fifths of previous 
peaks and in the late 1940’s and 1950, they were only 50 per cent of previous 
peak earnings when measured in current dollars. For example, elevator apart- 
ment houses acquired in the years 1920-1924 yielded an annual net income 
as a percentage of acquisition cost of roughly 9 per cent in the second half 
of the 1920’s, but net income was only about 3.5 per cent of acquisition cost 
during the 1930’s and 1940’s. There were, of course, marked variations among 
different types of properties but it would be a fair generalization to state 
that in the period after 1930 no properties recovered the net income position 
which they had in the 1920’s. 

The most significant part of the study is the measurement of return on 
capital. Grebler provides four measures of investment returns: (1) annual 
net income as a percentage of acquisition cost of the property, (2) average 
annual net income during the experience period as a percentage of acquisi- 
tion cost, (3) amortization of acquisition cost at assumed interest earned on 
investment, and (4) realized yields, which take account of terminal values 
of the investments as well as of annual net incomes. Assuming in every case 
that the properties are free and clear, Grebler finds that in the aggregate all 
properties yielded a net return even in the worst part of the depression, but 
there were individual cases for which at certain periods there was no net in- 
come. The measure of average annual net income showed a very wide range 
of returns for different properties. As is to be expected, properties acquired 
in the period between 1915-1919 had much better average annual net income 
record than properties acquired in the period between 1925-1929. According 
to the third measure, Grebler found that, assuming interest rates of 3, 4, and 
5 per cent, even at the highest rate net income during the latter part of the 
experience period on some types of properties would not pay the postulated 
interest return. According to the fourth measure which considers the terminal 
value of the properties as well as the yield through time, holding property 
during the depression and the 1940’s was not a profitable venture, i.e., much 
higher returns could have been obtained by selling the properties prior to 
1930 than by keeping them to 1950. 

From the analysis it appears that investment in real property is not as 
attractive as is sometimes believed. Grebler specifically examines this proposi- 
tion by discussing the ability of income properties to service mortgage debt 
out of income, and he finds that practically all properties with either a 4 per 
cent unamortized or 4 per cent amortized loan with a 3 per cent annual 
amortization rate would have had difficulties in meeting payments during the 
1930’s. In addition, compared with other forms of investments, returns on 
real property at certain periods are higher than on bonds and mortgages, 
but that the fluctuations are much greater. His findings confirm the proposi- 
tion that the value of real property as an investment depends substantially 
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upon the time of its acquisition and sale. Grebler’s results also indicate that 
a marked change has taken place in real property earnings since 1930. 
Whether or not this change is permanent and that real estate has taken a 
new place in the hierarchy of investments he does not say on the grounds that 
his period of study has not been sufficiently long to draw such positive con- 
clusions. 

The value of this book is found not only in the data which it presents but 
also in the fact that it is a pioneering effort in an extremely difficult and 
important area. It is evident from the very nature of the investment being 
studied that the type of analysis which Grebler has applied to New York 
must be supplemented by other studies in other cities by other investigators 
before positive conclusions can be developed. Therefore, the basic question 
is whether or not Grebler’s methodology is sound. While careful study of 
the book and its voluminous appendices reveal no major inconsistencies in 
method, certain basic considerations may be raised. First, does examination 
of real properties held by only one owner during the entire period of study 
give a proper picture of investment experience in real property? Second, does 
a lack of analysis of the effects of obsolescence and environmental changes on 
property destroy the implicit assumption that the property is actually the 
same investment during the entire experience period? Finally, might not a 
further interesting question concerning the efficacy of real property as an 
outlet for investment funds be whether as large a return may be earned by a 
judicious buying and selling of real property as by buying and selling bonds 
or other obligations? In other words, because an examination of real prop- 
erty over a 20-year period up to 1950 shows lower yields in the 1930’s and 
the 1940’s than in the 1920’s, is this any indication that new properties in 
the 1940’s are necessarily a poorer—or better—investment than new prop- 
erties in the 1920’s? The book would have been strengthened by more 
emphasis and discussion of problems of this sort. 

The study is carefully written and the ingenious use of charts and tables 
eliminates much of the tediousness usually associated with statistical reports. 
Without question this book must be rated one of the truly significant con- 
tributions to real estate economics in the past 25 years, and it deserves care- 
ful study not only by real estate specialists, but by everyone concerned with 
the investment of funds. 

James GILLIES 


University of California, Los Angeles 


Labor 
The Theory of Wages. By K. W. Rotuscuitp. (New York: Macmillan. Ox- 
ford: Basil Blackwell. 1954. Pp. viii, 178. $2.75.) 

This little volume should prove to be very useful for students in courses 
in labor economics or economic theory in the junior or senior year. It is 
lucid and well organized; although the book is brief, the fifteen chapters 
provide a comprehensive treatment of topics in wage theory. Dr. Rothschild’s 
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stated objective was “. . . to produce a text-book on wage theory which, 
without laying claim to any new ‘discoveries,’ brings together the relevant 
developments in other fields with the hard core of traditional wage theory 
and thus offers a survey of the present state of the discussion” (p. v). 

The introductory chapter presents a brief analytical statement of the 
subsistence and wages fund theories. The next four chapters constitute 
Part I: “Wages under Perfect Competition.” The pricing of labor services 
is developed in the neo-Marshallian tradition, particularly as exemplified by 
the writings of J. R. Hicks. Part II is entitled: “Wages in the Actual World,” 
and its seven chapters consider the introduction of monopoly elements in 
both labor and product markets, the impact of trade unions, technical prog- 
ress and the influence of cyclical fluctuations. The last three chapters, Part 
III, are devoted to minimum wages, the wage share in national income 
(Kalecki’s theory is uncritically adopted) and a final chapter on “The Limi- 
tations of a Purely Economic Theory of Wages.” 

The book would have been even more useful as a textbook had it drawn 
more upon the rapidly growing body of careful studies of the labor market 
and labor mobility, wage rate structures and patterns of change in wages 
over time, income distributions and statistical inquiries of the share of wages 
and salaries in national income. 

Comments on pedagogical qualities are appropriate in a review of a text- 
book, but they do not displace the function of the critic. Two major limita- 
tions of this volume may be noted; in part they arise from the methods 
adopted by the author, and in part they reflect the inadequacies of the cur- 
rent state of wage theory. 

1. The analysis of the determination of the general level of wages, in- 
cluding the interaction of monetary and fiscal factors, in Chapters 11 (Wages 
and the Trade Cycle) and 12 (Wages under Full Employment) does not 
meet the author’s stated objective to bring to bear on wage discussion rele- 
vant developments in other fields. Few fields of economics have seen more 
significant developments in the past generation than models of the total sys- 
tem.’ Monetary policies, including foreign exchange, are more significant 
to wage determination than would appear in Rothschild’s two chapters. 
Indeed, any theory of the general wage level requires a model of the opera- 
tion of the total system. As Hawtrey concludes, “So long as wages, rates of 
exchange, employment, credit management and the budget are approached 
as separate issues, ware policy will continue to be at cross purposes” (p. 134). 

2. The analysis of the structure of wage rates, the differentials among 
individuals and groups of workers in various firms, occupations, regions and 
industries, is so formal as scarcely to be useful in the interpretation of 
common-sense facts of the labor market. It is, of course, useful to recognize 
that the wage hierarchy results in part from differences in the efficiency of 
workers and from varying costs of training and preferences for jobs and 
even to discuss the special problems of the rates for casual workers and for 


"See R. G. Hawtrey, Cross Purposes in Wage Policy (London, 1955), as an illustration 
of the type of question in wage theory which should not be neglected. 
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women employees (Ch. 6). But a discussion of “Frictions and Barriers” 
does not constitute a full-blown theory of the structure of wage rates. The 
vast growth in wage data in recent years has led us to demand more of the 
theory of wages in explaining the complex structure of wage rates. 

In so compact a volume there are a variety of statements which may be 
open to question, or which one wishes were explained more fully. For ex- 
ample: “There are also indications that it is not so much changes in wages 
as the absolute level of wages which has a decisive influence on the decision 
to substitute capital for labour” (p. 24, n. 1). What are these indications? 
Or, Rothschild’s value judgments in the following statement seem to overlook 
the known facts* on labor mobility, even in nationalized industries: “But the 
highest grade of adaptability in a full employment system will certainly be 
reached only when the whole structure of industry becomes democratized. 
Once the workers become active participants, to their proper degree, in the 
management of their own place of work and through it of their industry and 
of the national economy as a whole, a new sense of interest and responsi- 
bility may develop that could provide a new driving force for mobility, where 
the recognition of necessity takes the place of purely monetary incentives” 
(p. 148). 

Rothschild has nonetheless provided us with a handy and useful volume 
with which to begin the teaching of wage theory. 

Joun T. DUNLOP 

Harvard University 


The Social Foundations of Wage Policy. A Study of Contemporary British 
Wage and Salary Structure. By BARBARA Wootton. (New York: W. W. 
Norton. 1955. Pp. 200. $3.75.) 

For all those who are interested in both the theory and the practice of 
wage-determination and in the possible reconciliation of the two, Barbara 
Wootton has written a most provocative book. She begins with a review of 
what she somewhat loosely calls the “classical” tradition in wage theory, to- 
gether with the emendations made by some contemporary writers, including 
one American, who have less faith in static and competitive assumptions. 
The four succeeding chapters are chiefly devoted to demonstrating that these 
theories have not worked out, and that there are so many exceptions as to 
cast doubt upon the validity of the rules themselves. Without affording any 
occasion for reputed American boastfulness, it appears that in labor matters, 
as Walter Bagehot asserted was true in their political affairs, our British 
cousins have been content with “muddling through,” and have disregarded 
all general principles, including that of consistency. 

There has been, in the first place, such great sensitiveness and secrecy 
about divulging incomes, especially in the upper brackets, that it is difficult 
to assemble any comparative data. But we do know that there are great 
disparities as between trades and professional groups, between men and 

*See G. B. Baldwin, Beyond Nationalization, The Lebor Problems of British Coal 

(Cambridge, 1945), pp. 180-290. 
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women performing essentially similar tasks, and between localities through- 
out the country. Whether wage rates have been arrived at through collective 
bargaining, through wage councils provided for the underpaid and unpro- 
tected, or through arbitration, there has been a notable lack of uniformity 
and of reference to any abiding rules or principles. Aside from a general 
policy of stabilization during the second world war and for several years 
thereafter, successive governments have been reluctant to enunciate any 
wage standards and have left almost everything to private voluntary negotia- 
tion. And faced with the warning against inflation and the dire effects it 
might have upon a ticklish economic situation resting so largely upon export 
trade, union leaders and the Trades Union Congress have shown remarkable 
self-control and willingness to conform to a policy of wage-restraint. The 
author’s analysis of many decisions made by boards of arbitration during 
the period, indicates that while plenty of arguments based on the rising cost 
of living, comparative wages in other industries and in other areas, the de- 
sirability of maintaining traditional differentials among grades, and under- 
manning or labor shortages, have been presented, there has seldom been any 
full rendering of opinions or statement of reasons for the decisions handed 
down. 

Thus, thrown back upon her own resources, without helpful guidance from 
such high authorities or' from economic theory itself, Mrs. Wootton advances 
in her final chapter what she terms a “rational wage policy.” She thinks it 
is essentially a political matter and that leadership must therefore come 
from the government. She deplores the apparent decline of the equalitarian 
ideal so well stated by Tawney, and the growing insistence even of profes- 
sional groups upon their rank and their assumed rights. But much greater 
equality has already been achieved through heavy progressive taxation; and 
she hopes that by means of economic planning and a “declaration of a clear 
and consistent policy” by central authority a more public spirited and pro- 
fessional attitude among all parties may be forthcoming. Differentials among 
groups and grades can be tapered, preferred industries encouraged, payment 
by results extended, and nonpecuniary incentives further enlisted. 

Economic problems, like the weather, never seem to remain settled; but 
that is what makes them interesting and what keeps us on the alert. As our 
author fully realizes, we are now confronted, both on the side of labor and 
on that of capital, with a growing measure of imperfect or monopolistic 
competition. Probably her attempted distinction between the objectives of 
a labor union and those of a corporation, upon the basis of benefits to in- 
dividual members rather than to the organization as a whole, seems some- 
what labored. Corporations also have salaried executives and presumably 
operate for the benefit of their stockholders. The existence and scope of 
the nationalization program in Great Britain, now employing, along with 
other public service industries, about one-fifth of the total labor force, has 
naturally influenced attitudes and expectations upon wage matters as upon 
other phases of economic life. If moral suasion and governmental supervision 
prove inadequate or too great a burden, there will be less hesitation about 


240 THE AMERICAN ECONOMIC REVIEW 


taking the nearest course and adopting more heroic measures. What most 
American economists who have written upon monopolistic competition in 
the industrial field and upon the effect of unionism on wages seem to hope, 
is that newer forms of competition will check monopolistic tendencies, that 
organizations on both sides of the market will largely neutralize one another, 
that union-management cooperation in some form can be fostered without 
the respective parties ganging up on the consumer, and that through govern- 
ment supervision and controls the public interest may be protected without 
losing the advantages of private initiative. If so, the productivity theory of 
distribution may be preserved as a working principle. The labor problem will 
be always with us under any system. 
WarrEN B. CATLIN 
Bowdoin College 


Nationalisation and Industrial Conflict, Example of British Coal-Mining. By 
S. K. Saxena. (The Hague: Martinus Nijhoff. 1955. Pp viii, 185. f 10.00) 
This volume begins with a discussion of the nature and growth of nationali- 
zation, proceeds to a survey of nationalization in coal, with particular empha- 
sis upon industrial relations therein, and concludes with a summary of a field 
inquiry made into industrial relations patterns at two collieries. In the first 
chapter, dealing with the nature and growth of nationalization, a philosophi- 
cal-historical approach is emphasized and the underlying tenets of nationaliza- 
tion are discussed along with selected historical changes in patterns of nation- 
alization. The major portion of the volume—the next four chapters—utilizes 
the descriptive-analytic method: nationalization in coal is described, and at- 
tempts are made to get at the “causes” of various phenomena. In the conclud- 
ing chapter, the inductive-field inquiry method is employed, and there is some 
attempt to “substantiate” the findings of earlier chapters. 

Factually, the volume is informative. The organizational and procedural 
changes arising out of the Coal Industry Nationalisation Act of 1946 are dis- 
cussed in detail. Likewise, the basic forces giving rise to conflict in coal-min- 
ing are spelled out at length. (The main “proximate” causes giving rise to 
conflict in the period in question appear to have been those of “wages and 
price lists,” which led to the majority of strikes. While protracted strikes are 
now fewer, there is still a large number of small disputes causing a significant 
production loss in coal each year.) “Unofficial” strikes are quantitatively sig- 
nificant in the coal industry; the author analyzes this problem imaginatively 
and concludes that they are in part a reflection of the increasing centralization 
in the administration of trade unions. Some six major disputes are discussed 
in detail: background, position of the parties, the award, and so on. On an 
informational basis, and in terms of proximate analysis the volume has much 
to commend it to the specialized student as well as to the lay reader. 

Notwithstanding its over-all usefulness, the study has two limitations. The 
first of these relates to the organization of the material. The three major com- 
ponent parts of the volume unfortunately are not fully tied together; this re- 
viewer, for example, sought time and again to find the “relevance” of the first 
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chapter for subsequent discussion, A more important limitation arises out of the 
fact that the discussion never fully faces up to the critically important question 
of what differences, if any, nationalization has made in industrial relations in 
coal-mining. Here is an almost perfect setting for a “before and after” study; 
yet it is not fully grasped. Inferentially, the author is not unaware of the 
problem: his discussion (pp. 86-88, 106, 158-60, 170-71, and particularly 
183-85) indicates this. Perhaps it is felt that the change in ownership and 
management made little difference fundamentally. But even to have stated 
this would have been worth while, since it is so commonly believed that a 
change of this type in the underlying pattern of ownership and management 
of industry will make for “positive” industrial relations. 

On balance, then, the volume is highly informative and instructive, but it 
would have been even more useful had it addressed itself to one of the central 
industrial relations problems of nationalization.* 

Joun G. TURNBULL 

University of Minnesota 


An Introduction to Labor. By Ciype E. DANKERT. (New York: Prentice- 
Hall. 1954. Pp. xvi, 605. $6.75.) 

At its best this book is a first-rate ambassador for the labor curriculum, 
and at no point will it turn beginning students away from the further study 
of labor. By textbook standards it is very well written. Professor Dankert 
assembles even more than the usual amount of “labor problems” text ma- 
terial, documents much of it, organizes it crisply, brings its issues into sharp 
focus, and presents it with a sense of history—in an altogether charming 
manner. 

Despite its many virtues, however, the use of this book as a basic text 
seems limited. On the one hand, An Introduction to Labor is not primarily, 
nor did Dankert intend it to be, a book on labor economics, although it does 
present much of the institutional material usually found in labor economics 
texts. While brief consideration is given to some of the beginning problems 
of labor allocation and pricing, Dankert’s approach is rather that of the social 
scientist or industrial sociologist than that of the economist. On the other 
hand, because some of the material is presented with the use of such concepts 
as negatively sloped labor supply curves, elasticities, monopolistic competi- 
tion, etc., students who have not had a basic course in economic principles 
might have some difficulty. Thus, this book does not seem particularly well 
suited as a basic text for a beginning labor course in an economics curricu- 
lum. It would better fit the needs of students in an introductory labor course 
either in a social science curriculum or in a department of business adminis- 
tration or an adult division where labor is presented as a broad survey course 
in conjunction with the study of some introductory economics. 

The book’s 30 chapters are grouped into four parts. Part I, “Employment 


* The interested student will wish to read and compare the recently published and incisive 
study by George B. Baldwin covering many of the same problems. See G. B. Baldwin, 
Beyond Nationalization: The Labor Problems of British Coal (Cambridge, 1955). 


242 THE AMERICAN ECONOMIC REVIEW 


and Unemployment” (which is, broadly speaking, an institutional view of 
labor marketing) and Part III, “Wages and Hours” (covering wage theory, 
wage legislation and wage and salary administration) are of about equal 
length and account for nearly half of the text. Part II, “Unions, Manage- 
ment, and Industrial Relations,” is the major portion of the volume and 
is devoted to labor market institutions, their relationships and arrangements. 
A very short Part IV, “Social Security,” completes the book. 

In compressing vast amounts of institutional material, Dankert encounters 
the obvious problem of trying to maintain proper perspective—of giving 
importance to the important things. Occasionally he fails to accomplish 
this. For instance, he devotes the same amount of space to educational, cul- 
tural and recreational work of unions as he does to industry-wide bargaining; 
family allowances are given as much attention as wage guarantees. And one 
entire chapter—‘Management Characteristics and Personnel Policies”— 
seems to fall short of the standard set in the rest of the book. It does not 
hold together as well as the other chapters, nor does it give an adequate 
presentation of the role of management in industrial relations. 

Dankert, in this text, uses “pecuniary marginal productivity” to describe 
the two results more traditionally distinguished by value of marginal product 
and marginal value product. This is but a minor criticism of his book and 
of its brief treatment of marginal theory; it does not seem a useful or desirable 
change from past usage. 

F, CHEIT 


St. Louis University 
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Bruccer, O. Die Investitionsfonds—Realkapitalzinstheorie. Gegriindet auf der Notwendig- 
keit der dauernden Beschaftigung und Behausung des realkapitalarmen Bevoélkerungszu- 
wachses. (Bern: Zimmerman. 1955, Pp. 50.) 

Das AND CHATTERJI. An introduction to Indian economics. (Calcutta: Bookland, Ltd. 
1955. Pp. 550. Rs 10.) 

Doss, M. On economic theory and socialism—collected papers. (New York: Internat. 
Publishers. 1955. Pp. viii, 293. $4.) 

DuPont pe Nemours, P. S. On economic curves. A letter reproduced in English transla- 
tion with the original diagram. (Baltimore: Johns Hopkins Press. 1955. Pp. vi, 17. 
$1.50.) 

Fossati, E. Elementi di politica economica razionale. (Milan: A. Giuffré. 1955. Pp. xi, 292. 
L. 1500.) 

Fourastie, J. La prévision économique et la direction des enterprises. (Paris: Presses 
Univ. de France. 1955. Pp. viii, 151. Fr. 600.) 

Hacue, D. C. ano Stonter, A. W. The essentials of economics—an introduction and out- 
line for students and for the general reader. (New York and London: Longmans, Green. 
1955. Pp. x, 173. $2.25.) 

Hicks, J. R., Hart, A. G., ann Forp, J. W. The social framework of the American 
economy—an introduction to economics. 2nd ed. (New York: Oxford Univ. Press. 1955. 
Pp. xviii, 309. $3.75.) 

LEKACHMAN, R., ed. National policy for economic welfare at home and abroad. (Garden 
City : Doubleday. 1955. Pp. 366.) : 

Levitt, T. The twilight of the profit motive. Annals of Am. Econ. (Washington: Pub. 
Affairs Press. 1955. Pp. 15. $1.) 

Pautsen, A. Allgemeine volkswirtschaftlehre. Vol. I, Grundlegung, Wirtschaftskreislauf. 
(Berlin: Walter de Gruyter. 1956. Pp. 138.) 

ScHoerr_er, S. The failures of economics—a diagnostic study. (Cambridge: Harvard 
Univ. Press. 1955. Pp. xiii, 254. $4.75.) 

Welsskopr, W. A. The psychology of economics. (Chicago: Univ. of Chicago Press. 1955. 
Pp. viii, 266. $4.) 

ZEUTHEN, F. Economic theory and method. Transl. Elsa Zeuthen. (Cambridge: Harvard 
Univ. Press. 1955. Pp. xii, 364. $6.) 

The original Danish edition was reviewed in the December, 1946, Review, XXXVI, 
018-19. The book has been thoroughly revised and considerably expanded in the present 
edition. 

Capital formation and economic growth—a conference of the Universities-National 
Bureau Committee for Economic Research. (Princeton: Princeton Univ. Press. 1955. 
Pp. xiii, 677. $12.) 


Economic History; National Economies; Economic Development 


Asuton, T. S. An economic history of England—the 18th century. (New York: Barnes 
and Noble. 1955. Pp. vii, 257. $4.) 

Baypat, R. G. A few aspects of Indian economy. (Kapurthala: Dhani Ram Muni Lal. 
1955. Pp. vi, 117. Rs 1/8.) 

Betsnaw, C. S. In search of wealth. A study of the emergence of commercial operations 
in the Melanesian society of South-eastern Papua. Am. Anthropol. Assoc. Mem. no. 80. 
(Vancouver: Univ. of British Columbia. 1955. Pp. 84. $2.) 


244 THE AMERICAN ECONOMIC REVIEW 


Dunnam, A. L. The industrial revolution in France, 1815-1848. (New York: Exposition 
Press. 1955. Pp. xii, 516. $7.50.) 

Farr, T. J. D. The distribution of population in Natal. An abridged version of a thesis 
approved for the Ph.D. degree, Univ. of Natal. (New York, London and Natal: Oxford 
Univ. Press. 1955. Pp. viii, 98. $4.80; 30s.) 

Gapoit, D. R. Economic policy and development. (Poona: Gokhale Inst. Pol. and Econ. 
New York: Inst. Pacific Rel. 1955. Pp. 248. $2.50.) 

Most of the essays have appeared earlier, but not in easily accessible sources. The sub- 
jects are widely varied: population, agricultural rent, railroads, wartime controls, India’s 
first five-year plan, as well as other aspects of India’s economic development. 

Gipvens, P. H. Standard Oil Company (Indiana)—oil pioneer of the Middle West. (New 
York: Appleton-Century-Crofts. 1955. Pp. xviii, 741. $7.50.) 

Haprietp, C. The canals of southern England. (London: Phoenix House. 1955. Pp. 383. 
36s.) 

Hewes, L. I., Jr. Japan—land and men. An account of the Japanese Land Reform 
Program—1945-51. (Ames: Iowa State College Press. 1955. Pp. ix, 154. $4.) 

Hipy, R. W. anv Hivy, M. E. Pioneering in big business 1882-1911—history of Standard 
Oil Company (New Jersey). (New York: Harper. 1955. Pp. xxx, 839. $7.50.) 

HorrMann, W. G. British industry 1700-1950. Transl. W. O. Henderson and W. H. 
Chaloner. (Oxford: Basil Blackwell. 1955. Pp. xxiii, 338. 35s.) 

Kuczynsk1, J. Die Geschichte der Lage der Arbeiter unter dem Kapitalismus. Vol. 11, Die 
Geschichte der Lage der Arbeiter in Deutschland von 1789 bis in die Gegenwart. Pt. 2, 
Westdeutschland seit 1945. Vol. II, Die Geschichte der Lage der Arbeiter in den 
Vereinigten Staaten von Amerika von 1775 bis in die Gegenwart. Pt. 1, Von der 
Befreiung vom kolonialen Joch bis zur Zeit vor der Herrschaft des Monopolkapitals 
1775 bis 1897. Pt. 2, Die Herrschaft des Monopolkapitals seit 1898. Vol. VI, Die 
Geschichte der Lage der Arbeiter in Frankreich von 1789 bis in die Gegenwart. Pt. 1, 
1789-1830. Pt. 2, Seit 1830. (Berlin: Tribiine-Verlag un Druckereien des FDGB. 1955. 
Pp. 377, 247, 291, 285, 348.) 

Kuznets, S., Moore, W. E., ano SpENGLER, J. J., eds. Economic growth—Brazil, India, 
Japan. (Durham: Duke Univ. Press. 1955. Pp. xi, 613. $12.50.) 

Lewis, W. A. The theory of economic growth. (Homewood, Ill.: Richard D. Irwin. 1955. 
Pp. 453. $6.) 

Mosuer, A. T. Case study of the agricultural program of ACAR in Brazil. With state- 
ment by NPA Special Policy Com. on Tech. Coop. Tech. Coop. in Latin America ser. 
(Washington: Nat. Planning Assoc. 1955. Pp. xiv, 63. $1.) 

NEALE, E. P. Guide to New Zealand official statistics. 3rd ed., enlarged and almost entirely 
rewritten. Auckland Univ. college text no. 2. (Auckland: Whitcombe and Tombs, 1955. 
Pp. 195. 16s.) 

Ornati, O. A. Jobs and workers in India. (Ithaca: Inst. Internat. Indus. and Labor 
Relations, Cornell Univ. 1955. Pp. xix, 215. Cloth $4; paper $3.) 

Rosertson, R. M. History of the American economy. (New York: Harcourt, Brace. 1955. 
Pp. xiv, 593. $5.75.) 

Sarre, N. B. The technique of planning in India. (Poona: N. B. Sapre, 855 Shivajinagar. 
Pp. 171. Rs 3/8.) 

Scuriexe, B. Indonesian sociological studies. Selected stud. on Indonesia by Dutch scholars, 
vol. II. (The Hague: W. van Hoeve. New York distributor: Inst. Pacific Relations. Pp. 
x, 313. $3.) 

SHannon, I. Rural industries in the Australian economy. (Melbourne: F. W. Cheshire. 
1955. Pp. 150. 22s., 6d.) 

Stover, J. F. The railroads of the South 1865-1900—a study of finance and control. 
(Chapel Hill: Univ. of South Carolina Press. 1955. Pp. xviii, 310. $5.) 
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Taser, M. V. H. A history of the cutlery industry in the Connecticut Valley. Smith Col- 
lege stud. in hist. XLI. (Northampton: Dept. History, Smith College. 1955. Pp. vi, 138. 
$2.) 

Tuomas, C. E. The dynamics of nation building—Anglo-American experience 1660-1945. 
(Boston: Bruce Humphries. 1955. Pp. 152. $2.50.) 

Tompson, C. H. ann Wooprurr, H. W. Economic development in Rhodesia and 
Nyasaland. (London: Dennis Dobson. 1955. Pp. 205. 21s.) 

vAN Leur, J. C. Indonesian trade and society—essays in Asian social and economic history. 
Selected stud. on Indonesia by Dutch scholars, vol. I. (The Hague: W. van Hoeve. New 
York distributor: Inst. Pacific Relations. 1955. Pp. xix, 465. $4.) 

ZaRcHIN, M. M. Social and economic development of the Necr East. (San Francisco: 
Assoc. Stud. Bookstore, City College of San Francisco. 1954. Pp. 357, mimeo.) 
Although the study begins with Antiquity, all but 70 pages are devoted to modern times, 

including individual chapters on recent political and economic development in Turkey, 

Iran, traq, Egypt, Israel, Syria, Lebanon, Saudi Arabia, Transjordan and Yemen. 

The economic development of Malaya. Report of mission organized by the Internat. Bank 
for Reconstruction and Development at the request of the Govts. of the Federation of 
Malaya, the Crown Colony of Singapore and the United Kingdom. (Baltimore: Johns 
Hopkins Press. 1955. Pp. xix, 707. $7.50.) 

Economic survey of Latin America 1954. Prepared by Econ. Comm. for Latin America, 
Dept. Econ. and Soc. Affairs. UN pub. no. 1055.1I.G.1. (New York: Columbia Univ. 
Press. 1955. Pp xvi, 203. $2.50.) 

Madhya Pradesh in Indian economy. (Nagpur: Directorate of Econ. and Statistics. 1955. 
Pp. 63. Rs 3/0/0.) 

Niveaux de développement et politiques de croissance. 1, Introduction a leur étude. Fasc. 1, 
cahiers sér. F. (Paris: Inst. de Sci. Econ. Appl. 1955. Pp. 230, mimeo.) 

This is a preliminary report on a large-scale project for the study of economic develop- 
ment. One aspect of the project is the study of the answers obtained to two questionnaires 
(included in the present report), a theoretical one addressed to specialists in the subject, 
and a practical one addressed to individuals concerned with the economic development of 
particular regions or countries. In addition to a discussion of the replies (by Jean de 
Largentaye), the present publication includes an essay by Francois Perroux, “Trois outils 
d’analyse pour l'étude de sous—dcéveloppement.” 

Puerto Rico—report on finances and economy. (San Juan: Off. of Research and Stat., 
Dept. of the Treas. 1955. Pp. 19.) 


Statistics and Econometrics 


Cracon, E. Curso de estadistica. Vol. I, Estadistica descriptiva y modelo matemdatico. 

(Bilbao, Spain: Edit. el Mensajero del Corazon de Jestis. 1955. Pp. xvi, 494.) 

Dayton, S. A manual of problems in statistics. Rev. ed. (New York: Henry Holt. 1955. 

Pp. v, 137. $1.95.) 

Mutts, F. C. Statistical methods. 3rd ed. (New York: Henry Holt. 1955. Pp. xviii, 842. 
$6.95.) 
Ritey, V. anp ALLEN, R. L. Interindustry economic studies. Biblio. ref. ser. no. 4. (Balti- 

more: Operations Research Off., Johns Hopkins Univ. 1955. Pp. 280.) 

A bibliography of theoretical and empirical work in the general field of input-output, 
activity analysis and interindustry studies generally. References are included up to March 
1955. The main section-headings are: Theoretical Structure of an Economy; Mathematical 
and Computational Techniques; Classification Systems and Problems; The United States 
National Structure; Manpower Studies; Dynamic Analysis; Regional Analysis; National 
Studies other than U.S.; Applications and Uses; Appraisal. 

Snyper, R. M. Measuring business changes—a handbook of significant business indicators. 
(New York: John Wiley. London: Chapman & Hall. 1955. Pp. xvii, 382. $7.95.) 
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Sprowis, R. C. Elementary statistics—for students of social science and business. (New 
York: McGraw-Hill. 1955. Pp. xiii, 392. $5.50.) 

Employment and unemployment statistics. Hearings before the Subcommittee on Economic 
Statistics of the Joint Committee on the Economic Report, 84th Cong., 1st sess., Nov. 
7-8, 1955. (Washington: Supt. Docs. 1955. Pp. 167.) 


Industrial Censuses in the United States. OEEC Technical assistance mission no. 77. Doc. 
TAR/77(53)1. (Washington: Org. European Econ. Co-op. Pub. Off. 1955. Pp. 143. 
$1.50.) 

Productivity measurement. I, Concepts. European Productivity Agency proj. no. 235. Doc. 
PRA/PS(52)2. (Washington: Org. European Econ. Co-op. Pub, Oif. 1955, Pp. 143. $1.) 


1955 report of the Subcommittee on Economic Statistics of the Joint Committee on the 
Economic Report, 84th Cong., 1st sess. (Washington: Supt. Docs. 1955. Pp. 21.) 


Economic Systems; Planning and Reform; Cooperation 


Battey, J. The British co-operative movement. (New York: Longmans, Green. London: 
Hutchinson. 1955. Pp. 178. Text ed. $2.40; $1.80; 8s., 6d.) 


Cuamsre, H. Le marxisme en Union Soviétique—idéologie et institutions—leur évolution 
de 1917 a nos jours. (Paris: Ed. du Seuil. 1955. Pp. 510.) 
The three major sections of the book are devoted respectively to Soviet ideas about 
jurisprudence, ethics and religion, and economics. There are four chapters or about one- 
fifth of the book devoted to economic theories. 


Marcuat, J. Deux essais sur le marxisme. (Paris: Lib. de Médicis. 1955. Pp. 261. Fr. 
750.) 
Smumons, E. J., ed. Continuity and change in Russian and Soviet thought. (Cambridge: 
Harvard Univ. Press. 1955. Pp. xii, 563. $7.50.) 
This volume is the result of a collaborative effort initiated at a conference held at 
Arden House in March 1954 under the auspices of the Joint Committee on Slavic Studies 
of the American Council of Learned Societies and the Social Science Research Council. 


La intervencién del estado en la economia. (México: Inst. de Investigaciones Econ., Univ. 
Nacional Auténoma de México. 1955. Pp. 302.) 


National Income and Social Accounting 


Deane, P., ed. Bibliography on income and wealth. Vol. V. Internat. Assoc. for Research 
in Income and Wealth. (Cambridge: Bowes & Bowes. 1955. Pp. 80. 37s., 6d.) 

Ma, R. A. AnD SzczEpanik, E. F. The national income of Hong Kong 1947-1950. (Hong 
Kong: Hong Kong Univ. Press. London: Oxford Univ. Press. 1955. Pp. x, 69. HK$ 10.; 
12s., 6d.; $1.80.) 

Miter, H. P. Income of the American people. Census monog. ser., by Soc. Sci. Research 
Council in coop. with Bureau of Census. (New York: John Wiley. London: Chapman 
& Hall. 1955. Pp. xvi, 206. $5.50.) 

Panciera, E. Nuovi studi di economia aziendale—le macroasziende. Stud. di amministraz‘one 
aziendale no. 7. (Palermo: Abbaco S.R.L. 1955. Pp. 358.) 

Characteristics of the low-income population and related federal programs. Selected ma- 
terials assembled by the staff of the Subcommittee on Low-Income Families of the Joint 
Committee on the Economic Report, 84th Cong., Ist sess. (Washington: Supt. Docs. 
1955. Pp. 240.) 

Low-Income families. Hearings before the Subcommittee on Low-Income Families of the 
Joint Committee on the Economic Report, 84th Cong., 1st sess., Nov. 18, 19, 21, 22, 
and 23. (Washington: Supt. Docs. 1955. Pp. v, 757. $2.) 
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Business Fluctuations; Prices 
CassELMAN, P. H. Economics of employment and unemployment. (Washington: Pub. 
Affairs Press. 1955. Pp. viii, 183. $3.25.) 


Can we depression-proof our economy? Report of the Com. on Econ. Pol. (Washington: 
Chamber of Commerce of the U.S. 1955. Pp. 28.) 


Money and Banking; Short-Term Credit; Consumer Finance 

Danpvy, J. An approach to money and banking. Published by Staples Press, London, in 
1954. (New York: John de Graff. 1955. Pp. 196, $2.50.) 

pe Kock, M. H. Central banking. 3rd ed., published by Staples Press, London, in 1954. 
(New York: John de Graff. 1955. Pp. 336. $5.) 

Lutz, F. A. Der Konsumentenkredit. Arbeitskreis fiir Absatzfragen, Vol. I. (Kéln-Berlin: 
Carl Heymanns. 1954. Pp. 123.) 

Napier, M., Herrer, S. anp Sutpman, S. S. The money market and its institutions. 
(New York: Ronald Press. 1955. Pp. viii, 323. $6.) 

NevuFELp, E. P. Bank of Canada operations 1934-54. Can. stud. econ. no. 5. (Toronto: 
Univ. of Toronto Press. 1955. Pp. ix, 221. $3.75.) 

Nevin, E. The mechanism of cheap money—a study of British monetary policy 1931- 
1939. (Cardiff: Univ. of Wales Press. 1955. Pp, xiii, 350. 25s.) 

Pxexps, C. W. Using instalment credit. Stud. in consumer credit no. 4. (Baltimore: Educ. 
Div., Commercial Credit Co. 1955. Pp. vii, 80.) 

Sucuestow, M. Die Unvollkommenheit des Geldmarktes. (Winterthur: P. G. Keller, 1955. 
Pp. 179.) 

Flow of funds in the United States 1939-1953. (Washington: Board of Governors, Federal 
Reserve System. 1955. Pp. xxii, 390. $2.75.) 

Repeal of Silver Purchase Acts. Hearings before a subcommittee of the Senate Committee 
on Banking and Currency, 84th Cong., 1st sess. (Washington: Supt. Docs. 1955. Pp. 
var.) 


Business Finance; Investments and Security Markets; Insurance 


Pircuer, C. J. Raising capital with convertible securities. Michigan bus, stud. XII, 2. 
(Ann Arbor: Bur. Bus. Research, Univ. of Michigan. 1955. Pp. viii, 153. $2.50.) 

StepHEenson, G. T. Estates and trusts. Rev. ed. (New York: Appleton-Century-Crofts. 
1955. Pp. viii, 450, $5.) 


Public Finance 


BALAKRISHNA, R. Recent trends in Indian finance. Sir William Meyer lectures for 1953-54. 
(Madras: Univ. of Madras. 1955. Pp. 176. Rs 8.) 

Barves, P., Manon, J. J., Jx., McCuttovcn, J., anp RicHarpson, M. E. eds. Mont- 
gomery’s federal taxes. 36th ed. (New York: Ronald Press. 1955. Pp. var. $15.) 

Drees, W., Jr. On the level of government expenditure in the Netherlands after the war. 
Aspecten der econ. pol. no. III. (Leiden: H. E. Stenfert Kroese N.V. 1955. Pp. xii, 
135. f 10.50.) 

LiypHorm, R. W. Introduction to fiscal policy. 2nd ed. (New York: Pitman. 1955. 
Pp. xiv, 242. $4.) 

Scumot.oers, G. Finanzpolitik. (Berlin and Heidelberg: Springer. 1955. Pp. 340. DM 
29.80.) 

Watpsy, O., comp. Philippine public fiscal administration—readings and documents. Stud. 
in pub. admin. no. 1. (Manila: Philippines Univ. 1954. Pp. 471.) 
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Compendium of city government finances in 1954 (the 481 cities having more than 25,000 
inhabitants in 1950). Bur. Cei.sus G-CF54-no. 2. (Washington: Supt. Docs. 1955. 
Pp. 167.) 

Federal tax policy for economic growth and stability. Papers submitted by panelists 
appearing before the Subcommittee on Tax Policy of the Joint Committee on the 
Economic Report, 84th Cong., 1st sess., Nov. 9, 1955. (Washington: Supt. Docs. 1955. 
Pp. xii, 929.) 

a Tax policy for economic growth and stability. Report of the Subcommittee on Tax Policy 

- to the Joint Committee on the Economic Report, 84th Cong., Ist sess. (Washington: 

q Supt. Docs. 1955. Pp. 15.) 

Taxes and traffic, a study of highway financing. Can. tax papers no. 8. (Toronto: 
Canadian Tax Foundation. 1955. Pp. 158.) 


International Economics 


Bartow, E. R. anp WenoveR, I. T. United States tax incentives to direct private foreign 
4 investment. (Cambridge: Harvard Law School. 1954. Pp. 60.) 

4 This is a preliminary report on one phase of a research project dealing with the role 
‘ of taxation in private international investment. Presents findings on the type of company 
that may be expected to invest in foreign countries and the way in which they reach 


4 decisions on their foreign investments. 

{a Frortnsky, M. T. Integrated Europe? (New York: Macmillan. 1955. Pp. x, 182. $3.50.) 
we The longest chapter (50 pp.) is on economic integration. Other chapters are on military 
es and political integration, and “Reflections of Recent Experience.” 

ot Haserter, G. A survey of international trade theory. Spec. papers in internat. econ. no. 1. 


a (A translation of the article “Aussenhandel [Theorie],” in Handwérterbuch der 
% Sozialwissenschaften, 1954; rev. and enlarged by the author.) (Princeton: Internat. 
Fin. Sec., Princeton Univ. 1955. Pp. 68.) 
‘ Humpnrey, D. D. American imports. A study jointly sponsored by the Twentieth 
Century Fund and the Nat. Planning Assoc. with a policy statement by the Assoc.’s 
Committee on Internat. Policy. (New York: Twentieth Century Fund. 1955. Pp. xviii, 
: 546. $6.) 
| . Meape, J. E. The theory of international economic policy. Vol. Il, Trade and welfare, in 2 
“dg vols., the second of which is a Mathematical Supplement. (New York and London: 
Y Oxford Univ. Press. 1955. Pp. xiv, 618. $7.20; $4.; 45s, 25s.) 
= MorcenstTern, O. The validity of international gold movement statistics. Spec. papers 
in internat. econ. no. 2. (Princeton: Internat. Fin. Sec., Princeton Univ. 1955. Pp. 42.) 
Oututn, B. La politique du commerce extérieur. Vol. III, Finance et économie appliquée. 
‘ Translated to the French by Auxenfans and J. Mouly. (Paris: Dunod. 1955. Pp. xv, 
308. Fr. 1,700.) 
_ Price, H. B. The Marshall Plan and its meaning. (Ithaca: Cornell Univ. Press. 1955. 
“4 Pp. 424.) 
J ScHELLInG, T. C. International cost-sharing arrangements. Essays in internat. fin. no. 24. 
. (Princeton : Internat. Fin. Sec., Princeton Univ. 1955. Pp. 25.) 
SHwapRan, B. The Middle East, oil and the great powers. (New York: Frederick A. 
Praeger. 1955. Pp. xii, 500. $7.) 
a Taytor, W. C. ane LinpeMan, J. The Creole Petroleum Corporation in Venezuela. NPA 
S ser. on U. S. bus. performance abroad, case stud. no. 4. (Washington: Nat. Planning 
Assoc. 1955. Pp. x, 103. $1.) 
VerNoN, R. Organizing for world trade, Internat. Conciliation no. 505. (New York: 
Carnegie Endowment for Internat. Peace. 1955. Pp. 60. 25c.) 
: Woytinsxy, W. S. anp Wovtinsky, E. S. World commerce and governments—trends 
bs and outlook. (New York: Twentieth Century Fund. 1955. Pp. lii, 907. $10.) 
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The European coal and steel community, Pt. I. Stud. in bus. and econ. IX(3). (College 
Park: Bur. Bus. and Econ. Research, Univ. of Maryland. 1955. Pp. 19.) 

Foreign economic policy. Hearings before the Subcommittee on Foreign Economic 
Policy of the Joint Committe on the Economic Report, 84th Cong., 1st sess., Nov. 9, 
10, 14-17. (Washington: Supt. Docs, 1955. Pp. iv, 620. $1.75.) 

General Agreement on Tariffs and Trade—analysis of renegotiation of certain tariff con- 
cessions, Italy, Peru, Union of South Africa and Turkey. Dept. State pub. 6001, Com. 
pol. ser. 152. (Washington: Dept. State. 1955. Pp. 32.) 

International banking and foreign trade—being the lectures delivered at the Eighth 
International Banking Summer School, Christ Church, Oxford, September 1955. Pub. 
for the Inst. of Bankers. (London: Europa Pubs. 1955. Pp. 226. 20s.) 

International tax agreements. Vol. V, World guide to international tax agreements. Dept. 
Econ. Affairs, UN pub. no. 1954.XVI.3. (New York: Columbia Univ. Press. 1955. 
Pp. xv, 480. $3.) 

Regulations concerning dealings in gold and foreign exchange in Belgium and in the 
Grand Duchy of Luxemburg. 6th suppl. (in French). (Basle: Bank for Internat. 
Settlements. 1955. Pp. var. Sw.fr. 13.—.) 

Report of activities of the National Advisory Council on international monetary and 

:ancial problems. Message from the President, 84th Cong., 1st sess. House doc. 194. 
(Washington: Supt. Docs. 1955. Pp. 58.) 

Review of international commodity problems, 1954. Prepared by Interim Co-ord. Com. 

for Internat. Commodity Arrangements. (New York: United Nations. 1955. Pp. 42.) 


Business Administration 


Antuony, R. N. Shoe machinery—buy or lease? Rev. ed. (New York: Nat. Shoe Manuf. 
Assoc. 1955. Pp. 91. $3.50.) * 
CrarK, J. W. The market structure of West Virginia industry—a study of rail freight 

shipments, 1948-1952. Bus. and econ. stud., IV (2). (Morgantown: Bur. Bus. Research, 

West Virginia Univ. 1955. Pp. v, 37.) 

Cowan, D. R. G., ed. Annual marketing research conference—contributed papers, 1955. 
Mich. bus. papers no. 31. (Ann Arbor: Bur. Bus. Research, Univ. of Michigan. 1955. 
Pp. v, 151. $2.) 

Guos, R. E. ano Baxer, H. A. Introduction to business. 3rd ed. A textbook for the first 
course in business on the collegiate level. Together with a workbook. (Cincinnati: 
South-Western Pub. Co. 1955. Pp. xi, 692. $4.50; workbook $1.60.) 

Hirscw, J., ed. New horizons in business. Stud. of the Research Div., New School for 
Social Research. (New York: Harper. 1955. Pp. viii, 134. $3.) 

A series of lectures given under the auspices of the Business Administration Center 
of the New School for Social Research in the spring of 1955. The authors are L. L. 
Lorwin, P. M. Mazur, Julius Hirsch, C. C. Hurd, Leo Barnes, G. L. Ridgeway, Benjamin 
Graham and M. R. Gainsbrugh; and the subjects include “new horizons” in distribution, 
technology (automation), investment, and business research. 

Hoap, W. M. Third small business case book. Michigan bus. rept. no. 26. (Ann Arbor: 
Bur. Bus. Research, Univ. of Michigan. 1955. Pp. v, 287. $2.) 

Jerrerys, J. B., Havspercer, S. AND Linpsiap, G. Productivity in the distributive trade 
in Europe—wholesale and retail aspects. (Washington: Org. for European Econ. Co-op. 
1954. Pp. 118. $1.) 

Luck, T. J. Personnel audit and appraisal. (New York: McGraw-Hill. 1955. Pp. vii, 317. 
$6.) 

Tuomas, W. E., Jr., ed. Readings in cost accounting, budgeting, and control. Sponsored 
by and published under the auspices of Am. Accounting Assoc. (Cincinnati: South- 
Western Pub. Co. 1955. Pp. x, 784. $6.50.) 
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Warner, W. L. anp Aseccien, J. C. Big business leaders in America. (New York: Harper. 
1955. Pp. 243. $3.75.) 

Automation and technological change. Hearings before the Subcommittee on Economic 
Stabilization of the Joint Committee on the Economic Report, 84th Cong., Ist sess., 
Oct. 14-28. (Washington: Supt. Docs. 1955. Pp. vi, 644. $2.) 

Automation and technological change. Report of the Subcommittee on Economic Stabili- 
zation of the Joint Committee on the Economic Report, 84th Cong., Ist sess. (Wash- 
ington: Supt. Docs. 1955. Pp. 13.) 

The “fair trade” question. Conference Board Econ. Forum discussion. Stud. in bus. econ. 
no. 48. (New York: Nat. Indus. Conf. Board. 1955. Pp. 112.) 


Industrial Organization; Public Regulation of Business 


Avams, W. anp Gray, H. M. Monopoly in America—the government as promoter. (New 
York: Macmillan. 1955, Pp. xv, 221. $2.75.) 

Focarty, M. P. Economic control. (London: Routledge & Kegan Paul. 1955. Pp. 324. 
21s.) 

Hotzman, R. S. Corporate reorganizations—their federal tax status. 2nd ed. (New York: 
Ronald Press. 1955. Pp. xviii, 474. $15.) 

Maurer, H. Great enterprise—growth and behavior of the big corporation. (New York: 
Macmillan. 1955. Pp. x, 303. $5.) 

PaLaMOUNTAIN, J. C., Jr. The politics of distribution. Harvard pol. stud. (Cambridge: 
Harvard Univ. Press. 1955. Pp. 270. $4.75.) 

Vatter, H. G. Small enterprise and oligopoly—a study of the butter, flour, automobile, 
and glass container industries. Stud. in econ. no. 4. (Corvallis: Oregon State College. 
1955. Pp. iv, 116. $1.) 

Current antitrust problems. Hearings before the Antitrust Subcommittee of the House 
Committee on the Judiciary, 84th Cong., Ist sess., 1955. (Washington: Supt. Docs. 
1955. 3 pts.) 

Distribution problems. Hearings before Subcommittee No. 5 of the House Select Committee 
on Small Business, 84th Cong., 1st sess. (Washington: Supt. Docs. 1955. Pt. 1.) 

A study of the antitrust laws. Hearings before the Subcommittee on Antitrust and 
Monopoly of the Senate Committee on the Judiciary, 84th Cong., Ist sess., May 3- 
July 1, 1955. (Washington: Supt. Docs. 1955. 2 pts.) 


Public Utilities; Transportation; Communications 


Davipson, R. K. Price discrimination in selling gas and electricity. (Baltimore: Johns 
Hopkins Press. 1955. Pp. 254. $4.) 

Hazarp, J. L. Crisis in coastal shipping—the Atlantic-Gulf case. Research monog. no. 16. 
(Austin: Bur. Bus. Research, Univ. of Texas. 1955. Pp. xvii, 186.) 

The financing of highways by counties and local rural governments, 1942-51. Prepared 
by Fin. and Admin, Research Branch, Bur. Public Roads. (Washington: Supt. Docs. 
1955. Pp. 110.) 

Maritime subsidy policy—a review of maritime subsidy policy in light of present national 
requirements for a merchant marine and a ship building industry. (Washington: Off. 
Under Sec’y.of Commerce for Transportation. 1954. Pp. 125.) 

Tennessee Valley Authority financing. Hearings before a subcommittee of the Senate 
Committee on Public Works, 84th Cong., 1st sess., July 21, 22 and 27, 1955. (Washing- 
ton: Supt. Docs. 1955. Pp. 245.) 
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Industry Studies 


Haynes, W. W. Present and prospective markets for West Kentucky coal. Bull. no. 30. 
(Lexington: Bur. Bus. Research, Univ. of Kentucky. 1955. Pp. vi, 124, mimeo.) 


O'Connor, H. The empire of oil. (New York: Monthly Review Press. 1955. Pp. xii, 372. 
$5.) 


Vance, S. American industries. (New York: Prentice-Hall. 1955. Pp. xiii, 626. $6.75.) 


A study of the iron and steel industry in Latin America. Vol. I, Report on the meeting 
of the Expert Working Group held at Bogotdé. Sponsored by ECLA and the Tech. 
Assis. Admin. (New York: United Nations. 1955. Pp. 123.) 


Land Economics; Agricultural Economics; Economic Geography 


Benepict, M. R. Can we solve the farm problem?—an analysis of federal aid to agri- 
culture. With rept. and recommendations of the Comm. on Agric. Policy. (New York: 
Twentieth Century Fund. 1955. Pp. xix, 601. $5.) 


Hopkins, J. A. anp Heapy, E. O. Farm records and accounting. 4th ed. (Ames: Iowa 
State College Press. 1955. Pp. xiii, 346. $4.50.) 


Isarp, W. and ScHoorer, E. W. Location factors in the petrochemical industry with 
special reference to future expansion in the Arkansas-White-Red River basins. (Wash- 
ington: Area Develop. Div., Dept. Commerce. 1955. Pp. vi, 105. $3.) 


Kage, O. Die frachtkostenmdssige Lage der schleswig-holsteinischen Land- und Ernahrungs- 
wirtschaft im iibergebietlichen Versand ihrer Produktionsiiberschiisse. Kieler stud. no. 37. 
(Kiel: Inst. fiir Weltwirtschaft, Univ. Kiel. 1955. Pp. xi, 131. DM 12.) 


Lyons, B. Tomorrow’s birthright—a political and economic interpretation of our natural 
resources. (New York: Funk & Wagnalls. 1955. Pp. vi, 424. $5.) 


TuHompson, J. H., ed. West Virginia statistical handbook 1955. (Morgantown: Bur. Bus. 
Research, West Virginia Univ. 1955. Pp. vi, 129.) 


Wueeter, R. G. anv Brack, J. D. Planning for successful dairying in New England. 
(Cambridge: Harvard Univ. Press. 1955. Pp. xiii, 321. $5.) 


75 housing areas—a housing market analysis. Annual summary 1955. Selected data on 
housing, population, economic indicators’ and mortgage activity. (New York: Housing 
Securities, Inc. 1955. Pp. 26.) 

Amendments to Sugar Act of 1948. Hearings before the House Committee on Agriculture, 
84th Cong., 1st sess. (Washington: Supt. Docs. 1955. Pp. 768.) 

Amendments to Watershed Protection and Flood Prevention Act. Hearings before the 


Subcommittee on Conservation and Credit of the House Committee on Agriculture, 
84th Cong., 1st sess., June 8 and July 18, 1955. (Washington: Supt. Docs. 1955. Pp. 56.) 

Flood control, rivers and harbors—miscellaneous projects. Hearings before the House Com- 
mittee on Public Works, 84th Cong., 1st sess. (Washington: Supt. Docs, 1955, Pp. 214.) 

Fryingpan-Arkansas project, Colorado. Hearings before the Subcommittee on Irrigation 
and Reclamation of the House Committee on Interior and Insular Affairs, 84th Cong., 
1st sess., May and July, 1955. (Washington: Supt. Docs. 1955. Pp. 426.) 

Full prosperity for agriculture—goals for farm policy. (Washington: Conf. on Econ. 
Progress. 1955. Pp. 108.) 


Helena Valley irrigation district. Hearing before the Senate Committee on Interior and 
Insular Affairs, 84th Cong., 1st sess. (Washington: Supt. Docs. 1955. Pp. 73.) 

Housing report, December 2, 1954. (Washington: Comm. on Intergovt. Refations. 1955. 
1 vol., pp. var.) 

Land tenure—rights and responsibilities in land use in Saskatchewan. Rept. no. 5. (Regina: 
Royal Comm. on Agric. and Rural Life, Govt. of Saskatchewan. 1955. Pp. xiv, 194. $1.) 
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Mississippi River-Gulf outlet. Hearing before the House Committee on Public Works, 
84th Cong., Ist sess., July 21, 1955. (Washington: Supt. Docs. 1955. Pp. 93.) 

National acreage allotments—rice. Hearings before the Subcommittee on Rice of the House 
Committee on Agriculture, 84th Cong., 1st sess., July 21 and 25, 1955. (Washington: 
Supt. Docs. 1955. Pp. 64.) 

Output and expenses of agriculture in some European countries. Second report—1950- 
1953. Stud. prepared by ECE/FAO Agric. Div. (New York: Columbia Univ. Press. 
1955. Pp. 230. 70¢, mimeo.) 

Study of federal housing programs. Progress report prepared by the Subcommittee on 
Housing of the Senate Committee on Banking and Currency, 84th Cong., 1st sess., July 
30, 1955. (Washington: Supt. Docs. 1955. Pp. 21.) 

Survey of world iron ore resources—occurrence, appraisal and use. Rept. of a Com. of 
Experts appointed by the Secretary-General. (New York: United Nations. 1955. Pp. 345. 
25s.) 

Timber resource review. (Prel. review draft subject to revision.) (Washington: Forest 
Serv., Dept. Agriculture. 1955, Pp. 1073.) 


Labor 


BERNSTEIN, I., ENarson, H. L. anp Fieminc, R. W., eds. Emergency disputes and national 
policy. Indus. Rel. Research Assoc, pub. no. 15. (New York: Harper. 1955. Pp. xi, 271. 
$3.50.) 

BiuMen, I., Kocan, M. anp McCartay, P. J. The industrial mobility of labor as a proba- 
bility process. Cornell stud. in indus. and lab. rel. vol. VI. (Ithaca: Cornell Univ. 1955. 
Pp. xii, 163. Paper, $3; cloth, $4.) 

Gutick, C. A., OckerT, R. A. AND WALLACE, R. J., comp. History and theories of work- 
ing-class movements—a select bibliography. (Berkeley: Bur. Bus. and Econ. Research 
and Inst. Indus. Rel., Univ. of California. 1955. Pp. xix, 364, mimeo. $4.50.) 

“This bibliography is ‘select’ in more than one sense. It is limited to articles, notes, 
and occasional documents in journals and magazines that range from scholarly to popular 
to propagandistic. All the entries are in English, although a small number of them origi- 
nally appeared in some other language. Furthermore, despite our efforts to find and 
classify a high percentage of the significant articles on the working-class movements of 
all countries, on the various international labor organizations, and on international labor 
issues, we have severely restricted the number of entries for material concerning the 
United States. . . .” (From the Introduction.) 

HawtTrey, R. G. Cross purposes in wage policy. (New York and London: Longmans, 
Green. 1955. Pp. x, 148. 7s., 6d.) 

H66xK, E. Salaried employees and the industrial transformation. (Stockholm: Industriens 
Utredningsinstitut. 1955. Pp. 15.) 

Jacquin, F. Les cadres de Vindustrie et du commerce en France. Centre d’Etud. Econ., 
Etud. et mém. no. 25. (Paris: Lib. Armand Colin. 1955. Pp. xv, 258.) 

LarrowE, C. P. Shape-up and hiring hall—a comparison of hiring methods and labor 
relations on the New York and Seattle waterfronts. (Berkeley and Los Angeles: Univ. 
of California Press, 1955. Pp. ix, 250. $4.50.) 

Lecut, L. A. Experience under railway labor legislation. Columbia siud. in soc. sci. no. 
587. (New York: Columbia Univ. Press. 1955. Pp. 254. $4.25.) 

Lester, R. A. Adjustments to labor shortages—management practices and institutional 
controls in an area of expanding employment. Research rept. ser. no. 91. (Princeton: 
Indus. Rel, Sec., Princeton Univ. 1955. Pp. 89. $2.) 

Mercitton, H. La rémunération des employés. Centre d’Etud. Econ., col. “Etud. et 
mém.” (Paris: Lib. Armand Colin. 1955. Pp. xi, 252.) 

Napworny, M. J. Scientific management and the unions 1900-1932—a historical analysis. 
(Cambridge: Harvard Univ. Press. 1955. Pp. vii, 187. $3.75.) 
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NasH, E. Labor conditions in the Soviet Union, “Selected studies.” (Washington: Bur. 
Lab. Stat. 1955. Pp. 53.) 

Roserts, H. S., ed. Labor-management relations in Hawaii. Pt. II. (Honolulu: Indus. 
Rel. Center, Univ. of Hawaii. 1955. Pp. 54.) 

. Essentials of labor arbitration. Rev. ed. (Honolulu: Indus. Rel. Center, Univ. 
of Hawaii. 1955. Pp. iv, 39.) 

Absenteeism. A rept. of the discussions at the seminar and workshops, Highland Park, II, 
Nov. 22-23, 1954, together with selections from the exhibits used and additional specially 
adapted source material. (Chicago: Research Council for Econ. Security. 1955. Pp. 87.) 

Causes of unemployment in the coal and other domestic industries, Hearings before the 
Subcommittee to Investigate Unemployment of the Senate Committee on Labor and 
Public Welfare, 84th Cong., 1st sess. (Washington: Supt. Docs. 1955. Pp. 772.) 


The challenge of automation. Papers delivered at the Nat. Conf. on Automation, convened 
under the auspices of the C.I.0. in Washington, April 1955. (Washington: Pub. Affairs 
Press. 1955. Pp. v, 77. $2.50.) 

Digest of state equal pay laws June 1, 1955. Prepared by Women’s Bur. (Washington : Supt. 
Docs. 1955. Pp. 20.) 


Directory of national and international labor unions in the United States, 1955. BLS bull. 
1185. (Washington: Supt. Docs. 1955. Pp. 64.) 


The effective use of womanpower. Women’s Bur. bull. no. 257. (Washington: Supt. Docs. 
1955. Pp. 113.) 

Improving the work skills of the nation. Nat. Manpower Council, proceedings of a conf. 
on skilled manpower held April 27-May 1, 1955, at Arden House, Columbia Univ. (New 
York: Columbia Univ. Press. 1955. Pp. x, 203. $3.50.) 


Pension plans and their administration. Stud. in personnel pol. 149. (New York: Nat. 
Indus. Conf. Board. 1955. Pp. 53.) 


Staff report to the Subcommittee on Labor of the Senate Committee on Labor and 
Public Welfare, on minimum wages in Puerto Rico, 84th Cong., 1st sess. (Washington: 
Supt. Docs. 1955. Pp. 147.) 

State employment, 1939-1953.—Monthly statistics for these industry divisions: mining, 
government, manufacturing, contract construction, service and miscellaneous, wholesale 
and retail trade, transportation and public utilities, finance, insurance, and real estate. 
(Washington: Supt. Docs. 1955. Pp. 75.) 

State minimum-wage order provisions affecting working conditions, July 1, 1942 to 
June 1, 1955. Women’s Bur. bull. no. 259. (Washington: Supt. Docs. 1955. Pp. 75.) 


Population; Social Welfare and Living Standards 


Dickinson, F. G. anp Raymonp, J. The economic position of medical care, 1929-1953. 
Reprinted with additions from Jour. of Am. Med. Assoc., Sept. 3 and 10, 1955. (Chicago: 
Am. Med. Assoc. 1955. Pp. 36.) 

DurAn Ocnoa, J. Poblacién. (México and Buenos Aires: Fondo de Cultura Econ. 1955. 
Pp. xx, 277.) 

Garnsey, M. E. ano Petz, R. E. A projection of the population of Colorado. With 
supplement Enrollment projection of the University of Colorado, 1960-1980, by J. B. 
Pearson. Univ. of Colorado Stud. ser. in econ. no. 2. (Boulder: Univ. of Colorado 
Press. 1955. Pp. vii, 68. $1.50.) 

Hensen, H. Die Finanzen der Sozialen Sicherung im Kreislauf der Wirtschaft—Versuch 
einer Gkonomischen Analyse. Kieler stud. no. 36. (Kiel: Inst. fiir Weltwirtschaft, Univ. 
Kiel. 1955. Pp. v, 204. DM 16.) 

Linp, A. W. Hawaii’s people. (Honolulu: Univ. of Hawaii Press. 1955. Pp. xii, 116. 
$2.75.) 
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Petersen, W. Planned migration—the social determinants of the Dutch-Canadian move- 
ment. Pub. in soc. and soc. inst., vol. II. (Berkeley and Los Angeles: Univ. of California 
Press. 1955. Pp. x, 273. $3.50.) 

The 1950 censuses—how they were taken. Procedural stud. of the 1950 censuses no. 2: 
Population, housing, agriculture, irrigation, drainage. Prepared in Stat. Repts. Div., 
Dept. Commerce. (Washington: Supt. Docs. 1955. Pp. vii, 222. $1.50.) 

Characteristics of the low-income population and related federal programs. Selected 
materials assembled by the staff of the Subcommittee on Low-Income Families of the 
Joint Committee on the Economic Report, 84th Cong., Ist sess. (Washington: Supt. 
Docs. 1955. Pp. xii, 240.) 

Low-Income families. Hearings before the Subcommittee on Low-Income Families of the 
Joint Committee on the Economic Report, 84th Cong., Ist sess., Nov. 18, 19, 21, 22, 
and 23, (Washington: Supt. Docs. 1955. Pp. v, 757. $2. 

Testimony on Jenkins-Keogh Bills June 27-28, 1955. With an introd. by F. G. Dickinson, 
Director, Bur. Med. Econ. Research. Bull. no. 100. (Chicago: Am. Med. Assoc. 1955. 
Pp. 39.) 


Unclassified 


pEWiTt, N. Soviet professional manpower—its education, training, and supply. Nat. Sci. 
Found. pub. (Washington: Supt. Docs. 1955. Pp. xviii, 400. $1.25.) 

Freeman, R. A. Federal aid to education—boon or bane? Nat. econ. problems ser. no. 
458. (Washington: Am. Enterprise Assoc. 1955. Pp. viii, 53. $1.) 

Fusretp, D. R. The economic thought of Franklin D. Roosevelt and the origins of the 
New Deal. (New York: Columbia Univ. Press. 1955. Pp. 337. $5.) 

Jour, W. A. anv Srncer, H. W. The réle of the economist as official adviser. Trans. 
from the German by J. Degras and S. Frowein. (Fair Lawn, N.J.: Essential Books. 
London: George Allen & Unwin. 1955. Pp. xii, 150. $2.40; 15s.) 

LazarsFELD, P. F. The language of social research—a reader in the methodology of social 
research. (Glencoe: Free Press. 1955. Pp. 590.) 

SHannon, D. A. The Socialist Party of America—a history. (New York: Macmillan. 1955. 
Pp. xi, 320. $4.50.) 

Stmiman, C. W., ed. Africa in the modern world. (Chicago: Univ. of Chicago Press. 
1955. Pp. x, 342. $6.) 

The volume is the product of the 29th Institute of the Norman Wait Harris Memorial 
Foundation at the University of Chicago in November 1953. Two of the papers are of 
particular interest to economists: “The Economic Development of Africa,” by W. A. 
Lewis, and “The Changing Economic Structure of the Union of South Africa,” by L. H. 
Samuels. 

Wircox, F. O. anp Marcy, C. M. Proposals for changes in the United Nations. (Wash- 
ington: Brookings Inst. 1955. Pp. xiv, 537. $5.) 

Wormser, R. A. Personal estate planning in a changing world. 8th rev. ed. (New York: 
Simon & Schuster. 1955. Pp. xiii, 284. $3.95.) 

Younc, R. Congressional politics in the second world war. (New York: Columbia Univ. 
Press. 1955. Pp. 281. $4.50.) 

Man in contemporary society—a source book prepared by ihe Contemporary Civilization 
staff of Columbia College, Columbia University. Vols. I and II. (New York: Columbia 
Univ. Press. 1955. Pp. xii, 1006; viii, 1041. $7.50; $7.50.) 

Research frontiers in politics and government. Brookings Lectures, 1955. (Washington: 
Brookings Inst. 1955. Pp. vii, 240. $2.75.) 

The lecturers in the series are: S. K. Bailey, H. A. Simon, R. A. Dahl, R. C. Snyder, 
A. de Grazia, M. Moos, P. T. David, D. B. Truman. Simon’s contribution is “Recent 
Advances in Organization Theory,” and Dahl’s, “Hierarchy, Democracy, and Bargaining in 
Politics and Economics.” 
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Economic Theory; General Economics 


AvcuiaNn, A. A. The rate of interest, Fisher’s rate of return over costs and Keynes’ internal 
rate of return. Am. Econ. Rev., Dec. 1955. Pp. 5. 

Ara, K. A simple model of macro-economic dynamics. Annals Hitotsubashi Acad., Oct. 
1955. Pp. 19. 

Bactott1, T. Nel centennale del libro di Gossen. Giorn. d. Econ., May-June 1955. Pp. 17. 

Boutpinc, K. E. In dejense of statics. Quart. Jour. Econ., Nov. 1955. Pp. 18. 

Dat Pane, L. Il pensiero economico di Antonio Graziadei, Giorn. d. Econ., May-June 
1955. Pp. 33 

vE Roos, F. Complementaire interesttheorieén. I1. De Economist, Sept. 1955. Pp. 20. 

Fenton, P. E. The businessman in economic theory. Rev. Soc. Econ., Sept. 1955. Pp. 9. 

Franco, G. Monopolio del credito e reddito nazionale. Giorn. d. Econ., July-Aug. 1955. 
Pp. 33. 

Froeu.icn, W. The history of economic analysis reconsidered. Rev. Soc. Econ., Sept. 1955. 
Pp. 9. 

Gapor, A. A note on block tariffs. With A comment by P. E. Watts. Rev. Econ. Stud., 
1955-56, XXIII (1). Pp. 14. 

Garorato, G. Il rischio nella teoria delle societa per azioni. Giorn. d. Econ., May-June 
1955. Pp. 7. 

FrrepMaAn, M. Leon Walras and his economic system. Am. Econ. Rev., Dec. 1955. Pp. 10. 

. What all is utility? With A rejoinder by D. H. Robertson. Econ. Jour., Sept. 1955. 
Pp. 6. 

GrertTman, J. A. L’évolution de la théorie de Vamortissement. Annales de Sci. Econ. 
Appliquées, Oct. 1955. Pp. 20. 

Guitton, H. Les rencontres économiques. (With English summary.) Rev. Econ., Nov. 
1955. Pp. 24. 

Haun, F. H. Uncertainty and the cobweb. Rev. Econ. Stud., 1955-56, XXIII (1). 
Pp. 11. 

Harrer, H. Bemerkungen zur HaushaltsGkonomik. Zeitschr. f. die ges. Staatswiss., 1955, 
CXI (4). Pp. 24. 

Hamitton, D. Theory of the social origin of factors of production. Am. Jour. Econ. Soc., 
Oct. 1955. Pp. 9. 

Hirsuteirer, J. The exchange between quantity and quality. Quart. Jour. Econ., Nov. 
1955. Pp. 11. 

Hunter, A. Product differentiation and welfare economics. Quart. Jour. Econ., Nov. 1955. 
Pp. 20. 

Inapa, K.-I. Alternative incompatible conditions for a social welfare function. Econo- 
metrica, Oct. 1955, Pp. 4. 

JouanssEN, L. Forenklet velferdsteoretisk modell for en sosialostisk pkonomi. Nationalgk. 
Tids., 1955, XCIII (3-4). Pp. 22. 

M. Zur Klarung der Beschaftigungstheorie. Schweiz. Zeitschr. f. Volkswirtschaft 
und Stat., Sept. 1955. Pp. 17. 

Le Bourva, J. Les conditions favorables aux ententes et leurs variations. (With English 
summary.) Rev. Econ., Sept. 1955. Pp. 40. 

LerpensteIn, H. The proportionality controversy and the theory of production. Quart. 
Jour. Econ., Nov. 1955. Pp. 7. 

Macc1, R. Su alcuni aspetti logici dello sviluppo economico. (With English summary.) 
Risparmio, Aug. 1955. Pp. 74. 
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MatsuKawa, S. Origin and significance of political arithmetic. Annals Hitotsubashi Acad., 
Oct. 1955. Pp. 27. 

McConneLt, C. R. Advocacy versus analysis in economics. So. Econ. Jour., Oct. 1955. 
Pp. 19. 

. Trouble spots in collective bargaining theory. Am. Jour. Econ. Soc., Oct. 1955. 
Pp. 18. 

McDownatp, S. L. Boisguilbert théoricien précurseur de la demande globale. (With English 
summary.) Rev. Econ., Sept. 1955. Pp. 7. 

Micxkwitz, G. Nagra synpunkter pé prisbildning, konkurrens och konkurrensbegrinsning. 
Ekon. Samfundets Tids., 1955, VIII (3). Pp. 33. 

Moya, A. M. Asignacidén al capital propio de un interés, como elemento de costo? De 
Economia, Sept.-Dec. 1954. Pp. 18. 

NEALE, A. B. Investment allocation in a full employment economy. Metroeconomica, Apr. 
1955. Pp. 17. 

Nutter, G. W. The plateau demand curve and utility theory. Jour. Pol. Econ., Dec. 1955. 
Pp. 4. 

Pacnt, P. Le linee d’indifferenza e le funzioni indice nella matematica finanziaria. Giorn. 
d. Econ., July-Aug. 1955. Pp. 26. 

Pat, S. Schumpeter and his ideas on economic development. Indian Jour. Econ., July 
1955. Pp. 14. 

ParacHeE, M. V. La economia del bienestar (Resumen de las distintas teorias). De Economia, 
Sept.-Dec. 1954. Pp. 14. 

Pareto, V. L’économie pure. Metroeconomica, Apr. 1955. Pp. 15. 

Pen, J. De determinanten van de inkomensverdeling: Een formule ten behoeve van de 
practijk. De Economist, Oct. 1955. Pp. 23. 

Perroux, F. Note sur la notion de “pdle de croissance.” (With English summary.) Econ. 
Appliquée, Jan.-June 1955. Pp. 13. 

. Sur la politique du plein emploi. (With English summary.) Econ. Appliquée, 
Jan.-June 1955. Pp. 15. 

Prouts, R. W. Some difficulties in a certain concept of community indifference. Metro- 
economica, Apr. 1955. Pp. 11. 

Repiicu, F. Unternehmerforschung und Weltanschauung. Kyklos, 1955, VIII (3). Pp. 24. 

Rosertson, D. H. Keynes and supply functions. Mathematical appendix by H. G. Johnson. 
A second rejoinder, with a note on the concept of monetary equilibrium by F. J. de 
Jong. Econ. Jour., Sept. 1955. Pp. 11. 

Rysczynski, T. M. Factor endowment and relative commodity prices. Economica, Nov. 
1955. Pp. 6. 

Suusik, M. A comparison of treatments of a duopoly problem (II). Econometrica, 
Oct. 1955. Pp. 15. 

Saautu, V. E. Continuous and discontinuous factor substitution. So. Econ. Jour., Oct. 
1955. Pp. 13. 

Sprecet, H. W. Theories of economic development: history and classification. Jour. Hist. 
of Ideas, Oct. 1955. Pp. 22. 

Spr-xer, H. Zur Theorie der “expansiven Lohnpolitik.” Zeitschr. f. die ges. Staatswiss., 
1955, CXI (4). Pp. 10. 

Starx, W. Joseph Schumpeters Umwertung der Werte. Kyklos, 1955, VIII (3). Pp. 27. 

Stricter, G. J. The nature and role of originality in scientific progress. Economica, Nov. 
1955. Pp. 10. 

Tetser, L. G. Safety first and hedging. Rev. Econ. Stud., 1955-56, XXIII (1). Pp. 16. 

VauzancEs, J.-L. L’économie “praticable.” (With English summary.) Rev. Econ., Nov. 
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Zappa, G. La connaturata instabilita della produzione d’impresa. (With English summary.) 
Risparmio, Sept. 1955. Pp. 21. 

Discussién sobre un aspecto del andlisis econdmico: las leyes de los rendimientos crecientes, 
constantes y decrecientes. De Economia, Sept.-Dec. 1954. Pp. 30. 


Economic History; National Economies; Economic Development 

BanKE, N. Om Adam Smiths forbindelse med Norge og Danmark. Nationalgk. Tids., 
1955, XCIII (3-4). Pp. 9. 

BarneEA, J. Natural resources in the Middle East. Middle East. Affairs, Oct. 1955. Pp. 5. 
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NOTES 


A revised “who's who” type of Directory of members of the Association is to be pub- 
lished as of June 15, 1956. It is hoped that members will urge their colleagues, students, 
and others whose professional interests make membership in the American Economic Asso- 
ciation desirable, to apply for membership in time to be included in this volume. Please see 
further details and application form in the advertising section of this issue of the Review. 


Jacob Viner has been appointed chairman of the American Economic Association 
nominating committee for the current year. He would appreciate suggestions for officers 
for next year at as early a date as possible. Such suggestions may be addressed to him care 
of the Department of Economics, Princeton University, Princeton, N. J. 


Young members of the Association are frequently interested in having a place on the 
program of the annual meetings but do not know how to proceed. At the same time the 
President and those who assist in arranging the annual program are looking for new talent 
but have no efficient means of finding it. Ordinarily, the President appoints chairmen of 
various sessions and leaves to them the active recruiting of participants. The problem for 
younger men is to have their names and aptitudes called to the attention of the chairmen, 
with sufficient supporting credentials or references to make them worthy of serious con- 
sideration. 

Either of two procedures may be followed: first, the young mari may write to the new 
President as early in the year as possible stating one or both of the following: (a) fields 
in which he would like to be regarded as a potential discussant or (b) the field, and if 
possible the subject, on which he would like to prepare a paper, together with a statement 
of his credentials for such an assignment in either case. The letter should also include 
names of one or two reputable sponsors, either in his department or his graduate school, 
who can serve as references as to his competency. The other procedure is for a reputable 
sponsor to write the new President on the same two points, with one or two additional 
references. By this procedure the President is informed at the outset, without checking, 
that the man is worthy of consideration. 

Meetings are being planned around the general subject of “Changing Institutions and 
Their Bearing on Economic Theory and Its Development.” Once the topics of various 
sessions are determined, names can be referred by the President to the chairmen of the 
various sessions, adding to the panels from which they make their selections. 


THE JoHN Bates CLARK MEDAL 


Professor James Tobin of Yale University was awarded the John Bates Clark bronze 
medal at the December 1955 meeting of the Association in New York City for his “signifi- 
cant contribution to economic thought and knowledge.” 

James Tobin was born in 1918 at Champaign, Illinois. He received his A.B. degree in 
1939, the M.A. in 1940 and the Ph.D. in 1947, all from Harvard University. After working 
with the War Production Board in 1941-42 Professor Tobin saw active service in the 
United States Navy from 1942-46, and in the course of his service he reached the rank of 
lieutenant. Professor Tobin was teaching fellow in economics, Harvard, 1946-47 and a 
junior fellow of the Society of Fellows, Harvard, 1947-50, including residence in England 
at Cambridge University, department of applied economics during 1949-50. He became 
associate professor of economics at Yale University in 1950 where he is now professor of 
economics and director of the Cowles Foundation for Research in Economics. He was 
associate editor of Econometrica in 1951-53 and was an American editor of the Review 
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of Economic Studies in 1952-54. He is a fellow of the Econometric Society. His numerous 
articles on economic theory, monetary theory, statistics and econometrics have appeared 
in this Review, other journals in the United States and in England and in symposia. 

The John Bates Clark bronze medal is awarded not more often than every two years 
to “that American economist under the age of forty who is judged to have made a signifi- 
cant contribution to economic thought and knowledge.” (See, A.E.A. Proceedings 1948, 
p. 531.) Previous recipients of the Clark medal are Paul H. Samuelson (1947), Kenneth 
E. Boulding (1949) and Milton Friedman (1951). No award of the Clark medal was made 
in 1953. 

The next occasion on which the Clark medal can be awarded is the 1957 annual meeting 
of our Association. The Committee on Honors and Awards would be glad to receive from 
members of the Association the names of young economists who should be considered for 
the 1957 Clark medal award. To be eligible for consideration the candidate must not 
have passed his fortieth birthday at the time of the 1957 post-Christmas meeting. 

NorMAn S. BucHANAN, Chairman 
Committee on Honors and Awards 


ASSOCIATES FOR INTERNATIONAL RESEARCH, INC. 


Associates for International Research, Inc. (AIR-Inc.) is a professional research and 
consulting firm, staffed with social scientists, created to assist governmental, commercial 
and industrial organizations in the analysis of economic, social and political problems. To 
date, they have been engaged mainly on government contract work, including research 
on such countries as Burma, Indonesia, and Greece. One of its services is to provide 
information as to available foreign area specialists in the social sciences. Address: Mr. 
James E. Boyce, President, AIR-Inc., 102 Mount Auburn Street, Cambridge 38, Massa- 
chusetts. 


LIBRARY REQUEST FOR ECONOMIC JOURNALS 


The International Christian University, which has been established only three years, has 
great need for files of learned journals. Members of the profession who are disposed to 
contribute back copies or complete files of economic journals, are asked to communicate 
with either the librarian or Professor Carl Kreider, International Christian University, 
Kyo Bun Kwan Building, Ginza 4-Chome, Tokyo, Japan. 


Deaths 


George M. Darlington, associate professor of accounting in the College of Business 
Administration of the University of Nebraska, died July 28, 1955. 

Domenico Gagliardo, professor of economics at the University of Kansas, died October 
3, 1955. 

Herman Miller, chairman of the department of accounting of the Ohio State University, 
died October 4, 1955. 

Samuel Weiss, executive director of the American Statistical Association, died July 23, 
1955. 


Appointments and Resignations 


Catherine W. Abruzzi has been appointed instructor in economics at North Carolina 
State College. 

Stanley W. Ackley has been appointed assistant professor of economics at Rutgers 
University. 
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Warren E. Adams has been appointed assistant professor of agricultural economics at 
the University of Arizona. He is now assigned to the College of Agriculture at Abu 
Ghraib, Baghdad, Iraq. 

Willard O. Ash has resigned as professor of statistics in the College of Business and 
Public Administration of the University of Maryland. 

Morton S. Baratz has been appointed assistant professor of economics at Haverford 
College. 

Stephen J. Barres has been appointed instructor in economics and labor economics at 
Texas Western College of the University of Texas. 

John Barthel has been appointed assistant professor of economics at Stetson University. 

Alfred H. Baume has been appointed manager of the business research department of 
the Mercury Division of the Ford Motor Company. 

A. V. Berger-Voesendorf has resigned from the United States-Arab-Institute Inc. and is 
now visiting professor of economics at LaSalle College, Philadelphia. 

Sterie T. Beza has been appointed instructor in economics at Princeton University. 

Martin L. Black, Jr. is lecturer at the University of Canberra, Ausiralia, on a Fulbright 
award. 

Rudolph C. Blitz has been promoted to assistant professor of economics at Northwestern 
University. 

Max R. Bloom is on leave from the Housing and Home Finance Agency to serve as 
acting assistant professor of real estate at the University of California, Berkeley, for the 
current academic year. 

Francis M. Boddy and Walter W. Heller, of the University of Minnesota, have been 
appointed members of the Governor’s Tax Study Committee. 

Emile Bouvier, S.J., has been appointed acting chairman of the department of economics 
at Georgetown University. 

Henry Briefs, of DePaul University, has been appointed assistant professor of economics 
at Georgetown University. 

Keith L. Broman, formerly of the University of Wisconsin, has been appointed associate 
professor of business organization and management in the College of Business Administra- 
tion of the University of Nebraska. 

Rex V. Call has accepted a position as professor of marketing at the University of 
Arizona. 

Ennis Chestang has been appointed assistant professor of economic geography at George- 
town University. 

Clifford D. Clark has been appointed assistant professor of economics at North Carolina 
State College. 

Jere W. Clark, formerly of West Virginia University, has been appointed assistant pro- 
fessor of economics and commerce at the University of Chattanooga. 

Robert R. Cluse has been appointed instructor in statistics in the College of Business 
Administration and Public Administration of the University of Maryland. 

Bernard Codner has joined the faculty of Los Angeles State College as assistant pro- 
fessor of marketing. 

Jerome B. Cohen has been promoted from associate professor to professor of economics 
at The City College. 

Wilbur J. Cohen has resigned as director of research and statistics of the Social Security 
Administration to become professor of public welfare administration at the University of 
Michigan. 

Joseph B. Conefrey, Jr., has been appointed lecturer in economics at Hofstra College. 

Alfred H. Conrad is visiting assistant professor of economics at Northwestern University. 
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Donald E. Cook has been appointed instructor in economics at the University of Kansas. 

John Cox is now assistant professor of accounting at Los Angeles State College. 

Joseph Cropsey has been promoted from instructor to assistant professor of economics 
at The City College. 

Howard A. Cutler has been granted a year’s leave from Pennsylvania State University 
to serve, under a Carnegie grant in general education, as visiting associate professor of eco- 
nomics at the University of Chicago. 

John H. Dalton has been appointed assistant professor of economics in the College of 
Business and Public Administration of the University of Maryland. 

Peter L. Danner has accepted an appointment as assistant professor of economics at 
Le Moyne College, Syracuse, N.Y. 

Frank T. de Vyver, of Duke University, is lecturing at the University of Sydney, 
Australia, under a Fulbright award. 

J. Frederic Dewhurst has resigned as executive director of the Twentieth Century Fund 
to undertake a study of Europe’s economic resources. His successor as director is August 
Heckscher, of the New York Herald Tribune. 

Lev Dobriansky has been promoted to associate professor of economics in the graduate 
department of economics of Georgetown University. 

Boris G. Dressler has been promoted from instructor to assistant professor of eco- 
nomics in The City College. 

Warren W. Eason has been appointed assistant professor of economics at Princeton 
University. 

Merrill Evans has resigned from the staff of Ohio State University to become price 
analyst with the Ford Tractor Division. 

Marvin L. Fair, of Tulane University, served as an expert in a special study of the 
Organization for European Economic Cooperation last summer. 

Seymour Fiekowsky has joined the faculty of Los Angeles State College as assistant 
professor of economics and statistics. 

Milton Friedman, of the University of Chicago, spent part of the Fall quarter in New 
Delhi, India, under the auspices of the International Cooperation Administration. He 
served as an advisor to the Indian Ministry of Finance. 

Riehl Gordon has resigned from the agricultural economics department of Ohio State 
University to accept a position as economist with the Philadelphia Milk Market Ad- 
ministrator. 

Leo Grebler is on leave from Columbia University to serve on the staff of the Council 
of Economic Advisers. 

Ralph T. Green, formerly of the Federal Reserve Bank of Dallas, is now professor of 
economics and chairman of the department of economics at Baylor University. 

William Greene has accepted a position as professor of management at the University 
of Mississippi. 

Charles Hackett is visiting professor of management at Ohio State University. 


Franklin P. Hall has resigned as industrial economist of the Boston Federal Bank to 
accept an appointment as economist with the Federal Power Commission. 


Daniel Hamberg has been promoted from assistant professor to associate professor of 
economics in the college of Business and Public Administration, University of Maryland. 


Frederick H. Harbison became professor of economics and director of the Industrial 
Relations Section of Princeton University in September 1955. 
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Donald J. Hart, formerly of the College of Business Administration of the University 
of Idaho, has been appointed dean of the College of Business Administration, University 
of Florida, effective February 1956. 

James G. Hauk, formerly of the University of Michigan, is now assistant professor of 
marketing at the Ohio State University. 

Rolf Hayn, formerly of the University of Arizona, has been appointed assistant professor 
of economics at the University of Oklahoma. 

James H. Healey is visiting associate professor of management at the University of 
California, Berkeley, for the current academic year. 

William F. Hellmuth, Jr., has an extended leave of absence from Oberlin College to serve 
with the Federal Reserve Board in Washington, D.C. 

F. F. Hill, former governor of the Farm Credit Administration and recently provost 
of Cornell University, assumed office as vice president of the Ford Foundation in October 
1955. He has the particular responsibility for the Foundation’s efforts to assist countries 
in Asia and the Near East raise their standards of living and learning. 

George C. Holdren has been appointed instructor in business organization and manage- 
ment in the College of Business Administration of the University of Nebraska. 

Edgar A. J. Johnson has been appointed visiting professor of economics in the College 
of Business and Public Administration of the University of Maryland. 

John L. Johnson has been appointed acting director of the Bureau of Business Research, 
University of Kentucky. 

Arcadius Kahan has joined the staif of the University of Chicago as research associate 
in agricultural economics. 

Jacob O. Kamm has been elected president of the Cleveland Quarries Company. 

H. G. Kenagy, of Dickinson College, has been appointed acting professor of business 
administration at Texas A & M College. 

Charles C. Killingsworth has been appointed director of the newly established Labor 
and Industrial Relations Center at Michigan State University. He continues also as head 
of the department of economics. 

Martin L. King has been appointed instructor at the University of Kentucky. 

Richard A. King, of North Carolina State College, is a post-doctoral fellow in political 
economy at the University of Chicago. 

Philip A. Klein, formerly of Carleton College, has been appointed instructor in economics 
at the Pennsylvania State University. 

Ralph Kline has accepted an assistant professorship in agricultural economics at Chio 
State University. 

Frank H. Knight, of the University of Chicago, was visiting lecturer in social issues 
in the Basic College of Michigan State University in the Autumn quarter. 

Walter Krause is head of the Economic Development Division of the International 
Cooperation Administration in Manila. He was an official delegate, representing ICA, at 
the November 1955 ECAFE corference on economic development in Bangkok, Thailand. 

Charles Kretzschmar is instructor in economics in the University of Maryland Overseas 
Program. 

Svend Laursen, of Brandeis University, is on leave in Karachi as a member of the 
Harvard Graduate School of Public Administration group of advisers to the Pakistan 
Planning Board. 

William Lazer is acting assistant professor of marketing at Michigan State College. 

Thomas J. Leary has been appointed instructor in economics in the College of Business 
and Public Administration of the University of Maryland. 

Berry B. Lethbridge, Jr., of the International Cooperation Administration, has been 
named lecturer in economics at the Pennsylvania State University. 
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John M. Letiche has been promoted from assistant professor to associate professor of 
economics at the University of California, Berkeley. 

Richard W. Lindholm has become tax adviser to the U.S. Operations Mission (ICA) 
in Saigon, Vietnam. 

Charles R. Lockyer has been promoted to assistant professor of economics in the 
Bureau of Business Research, University of Kentucky. 

Joseph F. Marsh, Jr., has been promoted to assistant professor of economics at Dart- 
mouth College. 

James W. Martin has been granted partial leave of absence from the University of 
Kentucky to serve as Kentucky Commissioner of Finance. 

Thomas A. Martinsek has been appointed instructor in the department of economics, 
North Carolina State College. 

Alvin L. Marty has been promoted to assistant professor of economics at Northwestern 
University. 

Lewis A. Maverick is retiring from teaching at Southern Illinois University this year. 

Donald J. May has resigned from Emory University to accept a position with the 
Department of Labor, Bureau of Labor Statistics, in Atlanta, as research economist. 

O. J. McDiarmid has resigned as ICA regional economist for the Far East to accept 
a position in the Asia and Middle East department, International Bank for Reconstruction 
and Development. 

T. Harry McKinney, formerly of the University of Oklahoma, has been appointed 
assistant professor of accounting at the University of Oklahoma. 

Claude McMillan has been appointed acting assistant professor at Michigan State College. 

Phillip McVey, formerly of Case Institute, has been appointed associate professor of 
business organization and management in the College of Business Administration of the 
University of Nebraska. 

Walter S. Measday has been promoted from instructor to assistant professor of eco- 
nomics in the College of Business and Public Administration, University of Maryland. 

David Meiselman has joined the Postwar Capital Markets Study group at the National 
Bureau of Economic Research. 

Thomas P. Melady has been assigned to the International Cooperation Administration 
technical assistance program as a foreign trade and investment advisor to the Ethiopian 
government. 

Horst Mendershausen has resigned from Columbia University to take a position with 
the RAND Corporation in Santa Monica, California. 

C. Clyde Mitchell, of the University of Nebraska, is spending the spring semester in 
Rome, presenting courses at a Graduate Training Center in Agricultural Economics spon- 
sored jointly by the University of Rome and the FAO. 

D. D. Monieson has been appointed assistant professor in the Graduate School of the 
University of Toronto. 

James N. Morgan, of the University of Michigan, is a fellow of the Ford Center for 
Advanced Study in the Behavioral Sciences, Stanford, California, in the current academic 
year. 

F. W. Morrissey, formerly of the University of California, Davis, is teaching at Oberlin 
College in 1955-56. 

John U. Nef, of the University of Chicago, was awarded an honorary doctorate by the 
University of Paris in November 1955. 

Murray B. Nesbitt has been appointed instructor in economics at Hofstra College. 

Monroe Newman, formerly economist with the Association of Casualty and Surety 
Companies, has been appointed assistant professor of economics at Pennsylvania State 
University. 
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Russell O. Olson has taken leave from the Department of Agriculture to join the Ohio 
State University’s agricultural college mission in Patiala, India, where he will be developing 
agricultural economics work in local colleges. 

Henry Ostberg has accepted an appointment as assistant professor at New York 
University. 

Robert D. Pashek, formerly of the University of Wichita, has been named instructor 
in transportation at the Pennsylvania State University. 

Robert W. Paterson has been promoted from associate director to director of the 
Bureau of Business and Economic Research of the University of South Carolina. 

Chester A. Phillips, professor emeritus of the State University of Iowa, is visiting pro- 
fessor at Southern Illinois University in the current academic year. 

Frank S. Pinet has been promoted from instructor to assistant professor in business 
administration at the University of Kansas. 

R. A. Postweiler has resigned from Linfield College to accept an appointment as assistant 
professor of economics at the University of Idaho. 

Parley M. Pratt joined the faculty of the University of Texas as assistant professor of 
marketing, February 1, 1956. 

Robert S. Raymond has been appointed assistant professor of marketing at Ohio Uni- 
versity, Miami, 

John H. Reedy has been named acting head of the department of economics of the 
Pennsylvania State University. 

Edwin P. Reubens has been promoted to associate professor of economics at The City 
College. 

Stefan H. Robock has resigned as chief economist for the Tennessee Valley Authority 


_ to continue an assignment with the Technical Assistance Administration as economic devel- 


opment adviser for Northeast Brazil. 

Arnold Saggese has been appointed instructor in economics at Georgetown University. 

Joel W. Sailors has been appointed assistant professor of economics at the University of 
Houston. 

Wilfred E. G. Salter, of Australia, has been appointed research fellow at the Johns 
Hopkins University for the year 1955-56. 

Roy J. Sampson has resigned from Pacific University to join the department of eco- 
nomics of Texas Technological College. 

Owen Sauerlender, formerly of the University of Minnesota, has been appointed instruc- 
tor in economics at the Pennsylvania State University. 

Raymond Scott has been appointed assistant professor of marketing at Washington State 
College, Pullman. 

George Seltzer, lecturer in economics at the University of Minnesota, has been appointed 
public member and secretary of the Commission on Withholding Taxes. 

George D. Shelby has been appointed instructor in economics in the College of Business 
and Public Administration, University of Maryland. 

Haig Silvanie has been appointed associate professor of economics at Fordham University. 

Robert Solo, of Rutgers University, has accepted an appointment as assistant professor 
in the department of economics and political economy at McGill University. 

Louis H. Stern, of the University of California at Los Angeles, has been appointed 
acting assistant professor of economics at Texas A & M College. 

James H. Street was awarded the honorary degree of Doctor of Economic Sciences by 
the National University of Asuncion, Paraguay, on completion of his stay as visiting pro- 
fessor at that university. 

Charles A. Taff has been promoted to professor of transportation in the College of 
Business and Public Administration, University of Maryland. 
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Tatsuo Takenaka, of Kobe University, is visiting scholar in the College of Business and 
Public Administration of the University of Maryland. 

George Tolley, formerly of the University of Chicago, has been appointed associate 
professor of agricultural economics.at North Carolina State College. 

Robert Tufts is on leave from Oberlin College during the current year serving on the 
staff of the School of Advanced International Studies. 

Marvin Tummins, formerly of the University of Georgia, has been appointed professor 
of accounting in the School of Business Administration of the University of South 
Carolina, 

Alvin E. Tuohino has been appointed assistant professor of business administration at 
Los Angeles State College. 

Dilworth Walker, on leave from the University of Utah, is at the University of Rangoon 
on a Ford Foundation grant. 

Clair Wilcox has been given leave by Swarthmore College to serve as an advisor to the 
Planning Board of the government of Pakistan. 

Harry L. Wilkey, formerly of Iowa Wesleyan College, is assistant professor of social 
studies and business administration at Central Missouri State College. 

H. Lawrence Wilsey has been appointed to the central region staff of Booz, Allen and 
Hamilton, management consultants, Chicago. 

H. Nicholas Windeshausen has been appointed instructor in business organization and 
management in the College of Business Administration of the University of Nebraska. 

James S. Worley has been appointed instructor in economics at Princeton University. 

Leland B. Yeager has been promoted from instructor to assistant professor of eco- 
nomics in the College of Business and Public Administration of the University of 
Maryland. 

Elliot Zupnick has been promoted from instructor to assistant professor of economics 
at The City College. 


VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative officers 
of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
description of vacancies announced and of applications submitted (with necessary 
editorial changes). Since the Association has no other way of knowing whether or 
not this section is performing a real service, the Secretary would appreciate receiving 
notification of appointments made as a result of these announcements. It is optional 
with those submitting such announcements to publish name and address or to use a 
key number. Deadlines for the four issues of the Review are February 1, May 1, 
August 1, and November 1. 

Communications should be addressed to: The Secretary, American Economic Asso- 
ciation, Northwestern University, Evanston, Illinois. 


Vacancies 


Economic principles, introductory statistics: Ph.D. or all work completed except 
thesis, for Catholic men’s college in the East. Rank and salary according to education 
and experience. P177 


Business administration and economics: A colonial, church-related (Evangelical and 
Reformed Church) college for men, with an enrollment of approximately 1,150 
students, seeks man to teach two sections of personnel management and to help 
with one of the basic courses, probably economic principles, beginning in September, 
1956. The doctor's degree is desired (qualifying for an assistant professorship), but 
a man with a master’s degree who has had experience in business or teaching will 
be considered (as an instructor). Salary scale is being revised upward but at present 
is: Instructor, $3,000-$4,200; assistant professor, $3,800-$5,000; associate professor, 
$4,500-$5,700; professor, $5,000-$7,000. It is hoped the man elected would be 
available for an evening class in personnel management with an additional compen- 
sation of $600. Send all inquiries and letters of application to: Dr. Albert L. Bell, 
Chairman, Department of Business Administration, Franklin and Marshall College, 
Lancaster, Pennsylvania. 


Reader or senior fellow in economic theory: Applications are invited for appointment 
as a reader or senior fellow in economic theory. Salary range for a reader is 
£A2.400-2,800 per annum; the post is a permanent one. Salary for a senior fellow 
will be determined within the limits £A2,200-2,650 per annum; the appointment 
will be for five years in the first instance and may thereafter be made permanent. 
Reasonable removal expenses will be paid and superannuation on the F.S.S.U. 
pattern is provided. One year’s study leave, with travel allowance, will be granted 
to a reader or senior fellow whose appointment has been made permanent after 
each five years’ service. Applications close April 6, 1956. Write D. K. R. Hodgkin, 
Assistant Registrar, Australian National University, Box 4, G.P.O., Canberra, 
A.C.T., Australia. 


Managerial economics: A New York consulting firm with an outstanding record 
for solving difficult economic and financial problems for major corporations has 
at least one opening for a man with demonstrated interest and competence in 
managerial economics. Prerequisites include professional or graduate-level economic 
research experience and one or more years in or very close to profit-oriented private 
business. Government employment and university teaching are valuable supple- 
ments. An interest in management's problems is essential. The work involves 
some drudgery but little routine or formality. Much of it is done on short notice 
or against deadlines, and as much as one-third of the time may sometimes be spent 
away from New York. Our small staff does most of its work in our clients’ offices 
or through their staffs. Reports are written for or presented orally to high-level 
executives; in either case the findings must be presented cogently and with a 
willingness to tailor their precision and comprehensiveness to the time and cost 
requirements of an executive decision. In answering, send a biographical résumé 
and samples of work. P178 


Accounting and statistics: A leading Southern college will have an opening in 
September, 1956, for a young man with, or close to, Ph.D. Courses will include 
elementary accounting and statistics. Salary and rank depend upon training and 
experience. P179 


Economists Available for Positions 


Economic principles, labor, economic thought, economic history, economic systems, 
public finance, marketing, money and banking: Man, A.M., Northwestern Uni- 
versity. Ph.D., Yale University. Nineteen years of economics teaching experience; 
government experience as price economist. Broad social science background. Project 
in American economic field completed. E536 


Investment analysis, auditing, budgeting, business finance: Man, 51, J.D. Twelve 
years of experience in banking, credit and investment transactions; 5 years of ex- 
perience in auditing large European organizations; 13 semesters of teaching ex- 
perience as a professor in a fully accredited university in the U.S. Desires position 
as an investment analyst, controller, or treasurer. Also interested in teaching posi- 
tion. Available June 1, 1956. E572 


Economic theory and principles, history of thought, public and private finance, and 
other subjects: Man, under 40, prewar Ph.D. Experience in banking, research, gov- 
ernment. Listed for years in regional Who’s Who; contributor to leading journals; 
trade book on economics of baseball just published; several other books in progress, 
including theory textbook, but stimulating teaching is chief interest and qualifica- 
tion. Taught 18 years at graduate and undergraduate levels, in several fields, mainly 
economic theory and finance; 12 years as associate professor; 8 years in present posi- 


tion at large university, with tenure. Minimum: full professorship. E580 
Economics: Man, middle-aged, married; M.A., New York University; J.D., Europe. 
Veteran; knowledge of languages. Looks for adequate opportunity. E585 


Economics, statistics, accounting, marketing, corporation finance, investments, eco- 
nomic history, money and banking: Man, married; requirements for Ph.D. completed 
and dissertation in progress. Ten years of teaching experience at the university level. 
Interested in teaching position. Partial to Southwest or East. E591 


Economic principles, monetary economics, business cycles, public finance, credit and 
collections: Man, 29, married; B.A., M.A. Two years of experience as assistant credit 
manager. Desires position in teaching or credit field. E593 


Corporation economics, marketing and public relations: Man, 45, married; B.S., M.S., 
Ph.D., fellowships, scholarship and summa cum laude, honor societies. Now econo- 
mist for national company; experience also includes full professorship, research 
director, marketing and advertising head, naval officer. Desires teaching and research 
position in university. Available in fall, 1956. E594 


Economic principles, advanced value theory, welfare economics, comparative eco- 
nomics, economic thought: Man, 51; Ph.D., plus two years of postdoctoral research 
training assistantship at Columbia. Six years of university teaching; 7 years with WPB 
and OMGUS (Berlin) as statistician-economist. Reads Russian, German, French, and 
Spanish; author of significant books. Desires full- or part-time teaching or research 
position. E595 


Real estate, urban land economics, finance, business fluctuations, economic principles: 
Man 38, married; dissertation in process. Sixteen years of private and government 
experience in economic analysis, industrial development, housing finance, market 
analysis, and urban redevelopment; now filling temporary vacancy as acting assistant 
professor at West Coast university. Available in July or September, 1956, for teaching 
and/or research appointment. E597 


Foreign trade, customs tariffs, labor relations, socioeconomic research: Man, 54; 
M.S., M.A., Ph.D. Seeks position with nonprofit organization as research man, full- 
or poe or individual basis. Would also consider publishers representative offer 
of full- or part-time for Pacific Coast. Well acquainted with Western European trade 
and speaks the Scandinavian languages and German. E599 


Economics, marketing, statistics: Woman, 45, married; Ph.D. Eight years of 
experience as assistant professor in western college, special lecturer in eastern state 
university and consultant in consumer product development; 3 years as government 
economist training and supervising economic analysts; 8 years as market analyst, 
editor, and lecturer. Available in September, 1956, within commuting distance of 
New York City. E601 


Finance, statistics, accounting, business administration: Man, 27; M.B.A., Ph.D. 
Two years of business and one year of teaching experience. Seeks teaching and/or 
research appointment. Available in June or September, 1956. E602 


Principles, public finance, economic theory, economic history, urban problems: 
Man, 34, married; Ph.D., California. Publications; consulting experience; 4 years 
of teaching. Now holds temporary and unspecialized position with rank of assist- 
ant professor in well-known institution. Desires permanent position with long- 
run possibilities for specialization and research. Available in July, 1956. E603 


Industrial and personnel management, labor economics, money and banking, eco- 
nomic principles, statistics: Man, 41, married; A.B., M.A., requirements for Ph.D. 
completed except dissertation, which is in progress. Eight years of successful col- 
lege and university teaching in above fields; 9 years of personnel experience in 
industry and government. Especially interested in college or university teaching 
position. Available for fall semester. E604 


Economic theory and principles, labor relations, labor legislation, business or- 
ganization, government and business: Man, 37; M.A., completing Ph.D. require- 
ments. Four years of teaching experience at large Eastern university; 3 years of 
experience with leading private research organization; 2 years in labor relations 
work. Desires teaching position. E605 


Management, accounting, business administration: Man, 32, married; M.B.A., Ph.D. 
residence requirements completed; honors. Nine years of college teaching experi- 
ence; 1 year as acting department head. Case or conventional method. Currently 
teaching in large Midwestern university. Interested in teaching or administrative 
position. Excellent references. Available in September, 1956. E606 


Finance, investments, money and banking, law, corporation finance: Man, 28, mar- 
ried; B.S., LL.B., M.B.A., course work for Ph.D. completed at New York Uni- 
versity; New York State attorney. Presently instructor at Midwest Big Ten school. 
Prefers location within 250 miles of New York City. E607 


Beginning courses in economic principles, international trade and finance, money 
and banking: Woman; M.A., University of Chicago, course work for Ph.D. com- 
pleted; currently studying at London School of Economics. Six years of research 
experience in international finance with Federal Reserve System; 3 years of work 
on European economies with U.S. government, Europe. Desires to enter teaching 
profession. E608 


Banking, finance, investments, economic principles: Man, 32; M.A., B.S. Over 7 
years of diversified banking experience; some teaching experience. Seeks position 
with financial institution as an analyst or teaching position. E609 


Economic principles, economic systems, corporation finance, money and banking, 
public finance, insurance, business law: Man, 38; B.S. in Com., Ohio State Uni- 
versity; M.A. in Econ., University of Cincinnati; Ph.D. dissertation in progress, 
University of Cincinnati. Three years of teaching, 1 as department chairman, at 
Midwest college; active worker with students; 10 years of business experience in 
banking and insurance. Anticipating writing articles for learned journals after 
degree is conferred. Desires a permanent teaching position with a future in a 
small to medium-sized school. Willing to relocate in East, Mid-Atlantic, or Mid- 
west. E610 


Economic theory, history of method and theory, antitrust problems: Man, 50; 
Ph.D. Teaching experience on undergraduate and graduate level and as course 
chairman. For last 8 years in graduate school. Seeks full professorship with op- 
portunity to continue research in addition to teaching. Eastern U.S. or West Coast 
preferred. Available in September, 1956. E611 


Economic theory, economic thought, corporation finance, investments, money and 
banking, public finance, business cycles, international economics, economic systems: 
Man, 33, married; M.A., A.M., Ph.D., 1953. Five years in business administra- 
tion; last 3 years in teaching. Mid-Atlantic, Midwest, and New England preferred. 
Available for teaching position in September, 1956. E612 


Industrial relations and motivational research, management and organizational prob- 
lems, national and international economic and market surveys: Man, 38; Ph.D. 
Broad social science background in economics and psychology; extensive experi- 
ence in industrial, commercial, and government research. Presently employed as 
senior research executive in international organization. Interested to make connec- 
tion with research division of industrial, commercial organization, or management 
consulting firm. E613 


Real estate, mortgage investments, valuations: Man, 33; B.S., plus legal training. 
Broad mortgage investment experience with national lender; qualified appraiser; 
brokerage work. Two years, part time, Midwestern university teaching real estate; 
numerous publications in appraisal field. Interested in management position with 
insurance company, savings and loan bank, etc., utilizing above background. Will 
locate anywhere. E614 


Money and banking, finance, investments, money markets, economics, economic sys- 
tems: Man, 42, married; B.S., M.S., Ph.D. Fifteen years of teaching experience; 
8 years in present position, teaching graduate and undergraduate courses. Some 
writing, administrative, and research experience. Interested in an academic position 
which would include an opportunity to work with a nucleus of students major- 
ing in economics. Would consider nonacademic position in finance. E615 


Economic, business, and insurance history: Man, 37; Ph.D., New York University. 
Fifteen years of governmental experience, including those of an advisory and ad- 
ministrative mature; 1 year of teaching experience; has considerable counseling 
experience. Desires research, writing, or teaching position. Interested especially in 
college or university teaching position. Of special usefulness to life insurance 
companies as research assistant or historian. E616 


Economic principles, history of thought, labor, public utilities, transportation, money 
and banking: Man, 29, married; Ph.D. Three years of university and college teach- 
ing; publications. Desires teaching and/or research position; no geographical 
limitations. Available in June, 1956. E617 


Labor economics, labor relations: Man, 33, married; Ph.D., Columbia University. 
Four years of teaching experience in large Southern university. Desires teaching 
position where research is also valued. Recent labor publications. E618 


Economics: Man, 56, married; M.A. (history), Columbia, and most requirements 
for Ph.D.; several summer schools at other large universities; much personal in- 
dependent study of general economics. Eight years of teaching economics on college 
senior level. Excellent background and practical experience in railroad transporta- 
tion. Historical publication out in January; liberal, progressive, stress critical and 
objective approach, factors of social change. Desires position in nothern part 
of U.S., permanent part- or full-time, for fall, 1956. E619 


Business analysis: Man, 36; M.A.; American Management Association Certificate. 
Over 14 years of diversified business-research experience; has done original work 
on marketing and merchandising of “do it yourself’ lines. Desires position with 
firm interested in expansion in this type of field. E620 


Money and banking, corporation finance, public finance, economic principles, 
American economic history, elementary accounting: Man, 55, married. Sixteen years 
of college teaching experience. Desires summer school position for 1956. Will 
consider any location. E621 


Elementary economics, advanced theory, international trade, public finance, history 
of economic doctrines, money and banking: Man, married; Ph.D. Ten years of teach- 
ing experience with both graduate and undergraduate courses. Administrative 
experience in government—21/, years in the Bureau of the Budget. Study and re- 
search in Europe for 4 years; command of French and German; books and articles 
published. Would like to develop outstanding course in principles and also a 
special course in the history of doctrines. E622 


E 


Personnel management, labor, economic history, economic thought, business cycles, 
economic principles, money and banking, public finance, accounting: Man, 30, 
married; B.S. in Bus. Admin., M.B.A. in Econ. Experienced in personnel man- 
agement, cost accounting, purchasing, methods and systems; some teaching ex- 
perience. Desires administrative, teaching, or research position with college, 
university, business, or industry. Will relocate. Available in July, 1956. E623 


Economically underdeveloptd areas, employment theory and bolicy, comparative 
economic systems, economic theory: Man, 33, married; Ph.D. Seven years of teaching 
experience; has taught the whole gamut of courses offered at a small liberal arts 
college; excellent teacher; 1 year of research experience. Desires position which 
allows time for creative work. Available in June or September, 1956. E624 


Industrial management, industrial relations: Man, 33; M.A., Ph.D. Six years of 
teaching, 2 years as department head. Industrial experience from laborer through 
assistant to the president, including industrial engineering and industrial relations 
manager. Available in June, 1956. E625 


Business administration: Man, 44, married; Ph.D. Background in marketing, statis- 
tics, finance, and management; superior research qualifications. Now associate pro- 
fessor in leading university. Interested in administrative position in college or 
university, possibly combined with teaching of economics or business eae 
tion. 2 


Money and banking, statistics, principles of economics, economic research: Man, 34; 
Ph.D. Substantial research and teaching experience, presently teaching at an Eastern 
college. Seeking summer teaching position or work on a research project during 
the summer months with a possible extension afterwards on a part-time basis. E627 


"These simple, friendly words are said many, 
many times over the telephone each day. 


It is just such simple, friendly words from one 
person to another that make the telephone such 
an important part of our lives. 


Surely it is indispensable in emergencies. But 
its greater value may be in carrying friendship 
and love and happiness across the miles. 


For without the telephone, time and space 
would rush between us. And many of us would 
be so much alone. 


BELL TELEPHONE SYSTEM 
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I miss you 
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THE FIFTH EDITION 


Principles of Economics 
by RAYMOND T. BYE 


University of Pennsylvania 


2) 


A thorough revision, broadened to include important ap- 
plications of theory to present-day problems of policy 
such as monopoly, economic stability, collective bar- 
gaining, income inequality, international trade restric- 
tions, economic development, and alternative economic 
systems. 


A fuller treatment of aggregative economics, synthe- 
sized with the neo-classical in a balanced treatment. 


Essential economic theory presented in the body of the 
text with more difficult theoretical refinements placed 
in ten chapter appendices which may be omitted in 
shorter courses without loss of continuity. 


New chapters include National Income, The Level of 
Income and Employment, Secular Growth and Change, 
Non-Competitive Wages, Collective Bargaining and 
Wage Problems, Personal Incomes and the Problem of 
Inequality, Rents, International Investment and Eco- 
nomic Development, Capitalism and Its Alternatives. 


Retains lucid style and clear exposition of previous edi- 
tions. 


Large Royal Octavo About 736 pages illustrated 


APPLETON-CENTURY-CROFTS 
35 West 32nd Street, New York 1, New York 
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PRINCIPLES OF ECONOMICS 


By W. NELSON PEACH, University of Oklahoma 


This elementary economics text is written in a clear, interesting, and understand- 
able style; its viewpoint is unbiased and well balanced; and it combines thorough 
analytical treatment with ample descriptive and institutional material. The en- 
tire book reflects Professor Peach’s extensive knowledge of empirical economics. 
It covers the full range of topics treated in the beginning course, yet it is compact 
and easily adaptable to courses of varying lengths. 


Distinctive features include 1) explanation and development of the functional 
approach to resources, 2) exceptionally full treatment of distribution of income 
in the world as well as in the United States, 3) a strong section on public finance 
in which the principles of fiscal policy and full employment are made under- 
standable to the student, and 4) extensive applications of economic analysis to 
specific problems. 
“. . , noticeably well balanced in practically all respects. Its style is straight- 
forward and even vigorous. Space limits elaboration of its many other strong 
points, but as a principles text for either freshmen or sophomores taking be- 
ginning economics it is a creative success.” 
RICHARD J. WARD in 
the American Economic Review 


Copyright 1955 720 hages 


Ready. in April 
ECONOMICS OF MONEY AND BANKING 


By GEORGE N. HALM, Fletcher School of Law and Diplomacy, Tufts University 


Emphasis in this new basic text for courses in money and banking is on the 
economic aspects of the subject. It treats fully such broad economic areas as 
price changes, income, production, and employment, and integrates monetary 
with general economic problems. Full coverage is given to international monetary 
and financial aspects in view of the importance of international payments prob- 
lems at the present time. 


The text consists of four main parts: monetary theory, monetary policy, the prob- 
lems of investment and employment, and international payments. There are 
many historical, institutional, and descriptive chapters, but these serve mainly 
to illustrate the theoretical aspects of the subject. The text material is comprehen- 
sive, self-sufficient, and provides all the essential information. It integrates 
monetary, fiscal, and economic theory, combining what is good in both the older 
(pre-Keynesian) and the newer theory, keeping clear of extremes, 


Copyright 1956 About 625 pages 


PUBLISHERS FOR THE AMERICAN ECONOMIC ASSOCIATION 


RICHARD D. IRWIN, INC. . HOMEWOOD, ILLINOIS 
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THE ENFORCEMENT OF ENGLISH 
APPRENTICESHIP 
A Stady in Applied Mercantilism, 1563-1612 


By MARGARET GAY DAVIES. A study of the compulsory seven year apprentice- 
ship required by the English Statute of Artificers of 1563 for entry to existing crafts 
and retail trades. The author examines the enforcement of the law under public 
and private auspices; the relationship between strict enforcement and economic 
fluctuations; and in so doing presents a fresh interpretation of British mercantilist 
policy and its aims in this period. $6.00 


THE GREAT BURLINGTON 
STRIKE OF 18838 
A Case History in Labor Relations 


By DONALD L. McMURRY. The story, complete in all its details, of the long, 
bitter fight between one of the country’s strongest labor unions and a railroad 
system whose leading figures were the opposite of the “robber baron” type. The au- 
thor discusses the policies, tactics, misunderstandings and miscalculations of both 
sides—and their internal politics and internecine struggles. He gives vivid glimpses 
of Eugene V. Debs and other figures, and tells how Pinkerton detectives foiled a 
plot to blow up the Burlington engines. A revealing account of a dispute whose 
outcome was hailed as a victory for management but which, in the long run, only 
strengthened the union movement. $6.00 


THE RISE OF THE NATIONAL 
TRADE UNION 


The Development and Significance of Its Structure, 
Governing Institutions, and Economic Policies 


LLOYD ULMAN describes the emergence and development of the national trade 
union in the latter half of the nineteenth and early years of the twentieth century— 
the period in which it achieved dominance over other forms of labor organization. 
“A comprehensive study which brings together the facts about the development of 
union government and policies and which shows how the present national unions 
have come to be what they are. . . . Will quickly win recognition as one of the most 
competent and distinguished books on American industrial relations.”—SuMNER 
S.icuter, in his foreword to this book. $9.50 


Through your bookseller, or from 
HARVARD UNIVERSITY PRESS 
4 Francis Avenue, Cambridge 38, Massachusetts 
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Selected RONALD 
‘ec Books 


PROSPERITY BEYOND TOMORROW 


| 
| 


| 
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SAMUEL H. ORDWAY, JR., Executive Vice-Pres., The Conservation Foun- 
dation. The four-day week and unprecedented abundance are only thirty short 
years away, says the author of this newly published appraisal of America’s future. 
Mr. Ordway—conservationist and leader in public affairs—offers dramatic proof 
that automation and technology have brought us to the threshold of a “Golden 
Age” of mass leisure and sustained high income. How we can perpetuate the 
utopian way of life through guarding our resources and intelligent use of per- 
sonal freedom is brilliantly explained in this challenging book. “A valuable 
presentation of the case for conservation in all fields.”—Julian Huxley. “. . . pro- 
vocative and daring concepts about the world of tomorrow.” —Fairfield Osborn. 

$3. 


ECONOMIC HISTORY of the UNITED STATES 


HOWARD R. SMITH, University of Georgia. Following a narrative presenta- 
tion to replace the usual topical one, this textbook chronologically highlights 
those aspects of our developing economy which were most significant in each 
historical era. After the adoption of the Constitution, each chapter takes up a 
short period in the sequence of administrations and interweaves skillfully the 
strands of economic history. “. . . an excellent book.”—Ervin K. Zingler, 
University of Houston. 168 ills., tables; 763 pp. £6. 


MONEY MARKET and Its INSTITUTIONS 
MARCUS NADLER, SIPA HELLER, and SAMUEL S. SHIPMAN—all New 


York University. Examines the powers of the monetary authorities and shows 
how the mechanism of creating bank reserves and deposits works. Critically 
evaluates statements and statistical data issued by government agencies and 
private financial groups. Book details postwar debt and credit management 
policies of the Federal Reserve and the Treasury. “The last word on the modern 
money market ... for college use.”-—Journal of Commerce. 


32 tables, 323 pp. $6. 


MODERN LABOR ECONOMICS 


| 
| 
| 


PEARCE DAVIS and GERALD J. MATCHETT—both Illinois Institute of 
Technology. Analyzes expertly the entire range of labor-management relations. 
The book underscores the collective bargaining agreement as the generally 
accepted method of settling disputes, and individual bargaining as an important 
alternative method. Integrates the many diverse phases of anion-management re- 
lations, explaining such key concepts as wage structures and differentials, labor 
supply and demand, issues of public policy, etc. “. . . a text of great merit.”— 
Edwin E. Witte, University of Wisconsin. 42 ills., tables; 659 pp. $6. 


MONEY, BANKING, and the FINANCIAL SYSTEM 


MILTON L. STOKES, Gettysburg College; and CARL T. ARLT, Oberlin 
College. Emphasizes the role of money and financial institutions in the deter- 
mination of price and income levels. First introduces the student to monetary 
theory, then covers traditional topics in detail. Includes valuable material on the 
experience of the Federal Reserve with credit controls. “. . . the book’s clarity 
helps the student get a perspective for current problems.”—Sidney Wertimer, 
Hamilton College. 56 ills., tables; 670 pp. $6 
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RONALD Books... 


Fifth Edition of a famous textbook— 


BUSINESS LAW 


LOUIS O. BERGH 
Member of the United States Supreme Court Bar 
and the New York Bar; formerly New York University 


THOMAS CONYNGTON 
Late Member of the New York Bar 


THIS COMPLETE REVISION of an outstanding textbook emphasizes the 
basic principles of the law of business and makes clear the underlying reasons 
for these principles. Six entirely new chapters cover in detail the law of wills, 
legacies and intestacies, estate administration, and trusts, and give added 
breadth to the book’s coverage of insurance law and real estate law. 


BUSINESS LAW gives the student a readable and interesting exposition of 
fundamentals, and illustrates them with numerous cases selected from recent 
court decisions. The wealth of supporting factual material includes concise 
summaries of state law listing differences on important rules of law, and 
many digests of actual eases. The text discussions are illustrated with fifty 
useful legal forms. 


@ CASE PROBLEMS. Ample case problems follow every chapter but 
two. These are designed not only to test student knowledge, but to 
stimulate interest and participation. 


@ PRACTICAL. The textual presentation is modern and emphasizes the 
practical application of law to business. 


@ THOROUGH. Modifications of the common law by decision and 
statute are clearly detailed. 


@ TEACHER’S MANUAL. A manual containing solutions to the case 
problems is available. 


Important New Topics 


Throughout the book many new discussions—all of a practical nature— 
introduce the student to latest developments in business law. The discussions 
of Workman’s Compensation and government regulation of labor relations 
are unusually complete, and the Taft-Hartley Law is thoroughly analyzed. 
The chapters on corporations acquaint the student with the legal aspects of 
stock options, suits by stockholders, corporate donations to charities and edu- 
cational institutions, and close corporations. The plan and contents of the 
book also make it an excellent supplement for courses in finance, manage- 
ment, marketing, and accounting. 


79 CHAPTERS COVER: Contracts—Agency—Employment—Partner- 
ships—Corporations—The Law in Relation to Sales—The Law in Rela- 
tion to Finance—Personal Property and Bailments—Real Property— 
Insurance—-Wills, Estates, and Trusts—Bankruptcy—Federal Regula- 
tion of Business. 50 ills., 1000 pp. 


THE RONALD PRESS COMPANY 
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For modern courses in. . . 


PERSONAL FINANCE 


ELVIN F. DONALDSON, Professor of Finance, Ohio State University 


SECOND EDITION—Completely covers the content of the modern college 
course in personal finance. Book discusses in detail a wide range of practical 
problems, including life and health insurance, social security benefits, borrow- 
ing money, credit, and budgeting. Offers unusually full treatment of all types 
of investments, including a discussion of the “dollar-averaging” system of 
buying stocks. Here also is realistic advice on buying a home and on home 
ownership, on income and other taxes, and on the preparation of a will. 


The author presents valuable new material on United States Savings bonds, 
the new terms for FHA and GI home loans, Blue Cross and Blue Shield 
medical insurance, ete. Questions and problems at the end of each chapter— 
set up in “case” style—relate points under discussion to actual situations. 
Teacher’s Manual available. 70 ills., tables; 584 pp. 


Operational aspects of .. . 


EXPORT-IMPORT 
BANKING 


WILLIAM S. SHATERIAN, 


Assistant to the President, American Institute for Foreign Trade 


SECOND EDITION. This authoritative textbook thoroughly covers the docu- 
ments and financial operations of foreign trade. The student is first intro- 
duced to the procedural development of foreign trade as we know it today, 
including detailed treatment on the organization and functioning of banks. 
The book then offers complete coverage of the many instruments used by 
traders and banks in foreign trade. Forty-one forms, all new and in current 
use, are fully discussed. 


The operations of the three main sections of a bank’s foreign department— 
buying and selling in foreign exchange, collecting foreign bills and making 
loans against such bills, and the handling of export and import commercial 
letters of credit—are treated fully and clearly. This textbook offers unusually 
complete coverage of its field, and is ideally suited for courses in foreign trade, 
international tifide, and exporting and importing. 508 pp. 
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The Mexican 


Petroleum Industry 
1938-1950 
By J. Richard Powell 


The successes and failures of the nationalized oil industry 
examined against the background of the Mexican indus- 
trial revolution. An incisive analysis of one means by 
which underdeveloped nations seek to achieve economic 
independence. 


284 pages, charts $4.00 


Petroleum 


| 
in Venezuela 
By Edwin Lieuwen 


“A valuable contribution to the history of the oil industry 
in general and also to the history of the economic, politi- 
cal, and social development of Venezuela.”’—International 
Labour Review 


168 pages, 2 maps $3.00 


Industrial Revolu- 


tion in Mexico 
By Sanford A. Mosk 


‘“. ..a fine combination of analytical power, institutional 
insight, and historical learning . . . warmly recommended 
to all students of economic development in the Western 
Hemisphere and elsewhere.” —The Annals 


344 pages $3.75 


UNIVERSITY OF CALIFORNIA PRESS 
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Outstanding Texts 


Introduction to American Business 


Ferdinand F. Mauser and David J. Schwartz, Jr. 
Wayne University 


Introduction to American Business brings to the formal text 
material the freshness, vigor, and realism of the American 
business scene itself. Individual chapters were reviewed by pro- 
fessors who are authorities in the varijus areas and by leading 
experts in the business world. ? 


Instructors will welcome important eleptins which are either 
new to texts in this field or more adequately developed than 
usual. These include chapters on reading the financial pages; 
public relations; agriculture as a business; human relations, 
morale, and leadership; the consumer in our economy; and the 
dynamics of American business. 


Personnel Management 


A Human Relations Approach 
William H. Knowles, Michigan State University 


Stressing theory rather than techniques, this text deals with the 
principles and philosophy which underlie personnel manage- 
ment. It blends materials and findings from the various social 
sciences with principles of industrial ethics to achieve a human 
relations approach that is genuinely interdisciplinary. 


Because today’s management-labor problems have their roots 
in the past, Professor Knowles begins with a background sur- 
vey and subsequently treats all industrial relations problems in 
their historical context. The text features a thorough treatment 
of uni £ t relations, a broad view of wage-admin- 


istration, and up-to-date coverage of government regulations. 


Weegee 3 55 Fifth Avenve, New York 3, New York 
American Book Company 
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McGRAW-HILL Zooks 


ECONOMICS: An Introductory Analysis 


By Paut A. SAMUELSON, Massachusetts Institute of Technology. New Third Edition. 

764 pages, $5.75 
A new and completely revised edition of one of the most outstanding texts for the begin- 
ning course in economics. In addition to comprehensive coverage of basic principles, the 
new edition stresses the point of efficient growth and security. The book concentrates on 
the big and vital problems . . . inflation and depression; family income and national in- 
come; prices, wages, and profits; and conditions leading to rapid economic progress and 
security. A workbook is available. 


READINGS IN ECONOMICS 


Edited by Paut A. Samugzson, Ropert L. Bisnop, and Joun R. CoLteMAn, 

Institute of Technology. Second Edition. 502 pages, $4.50 (Paper edition available) 
A collection of readings supplementary to any standard college textbook in elementary 
economics. It is designed to give first-hand acquaintance with the mainstreams of eco- 
nomic thought in recent years. It presents the “pro” and “con” arguments to make 
intelligent judgments on economic problems—particularly in industry, labor, and govern- 
ment. 


COMPARATIVE ECONOMIC DEVELOPMENT 


By Ratpu H. Biopcetr, University of Florida; and Donatp L. Kemmerer, Univer- 
sity of Illinois. Ready for fall classes. 
Written at an elementary level, this pioneering textbook describes and compares the 
economies of the United States, Great Britain, Russia, and Germany. More factual and 
historical than it is analytical, the book shows how the geography, resources, history, and 
economic problems of each of the four nations determined to some degree the type of 
economy that it eventually developed. 


A PREFACE TO SOCIAL SCIENCE 


By Raymonp F. Harrison V. Cuase, Vincent V. THurssy, and Sapre G. 
Younc, Florida State University. Ready in April. 
An integrated approach to the study of man in society—his interrelations with his fel- 
lows, the institutions with which he works and within which he lives, and the social 
problems with which he is confronted. In a survey manner, the authors cover man’s rela- 
tionship to the earth and its resources, his economic life and institutions, his political 
life and institutions, and his social history, needs, and devices. 


THE ECONOMICS OF CONSUMPTION 
By Witrarp M. Cocurane, University of Minnesota; and Carotyn S. Bett, Welles- 
ley College. 486 pages, $6.50 
This excellent new text—concerned with the nature of the consumption process—describes 
and analyzes the decision-making and behavior of individuals and groups involved in 
consumption activities. Emphasis is on developing an understanding of the decision-making 
processes in consumption. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, INC. 
330 WEST 42we STREET, NEW YORK 36, N.Y, 
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ECONOMIC POLICY: Readings in Political Economy 


Revised Edition 


By WILLIAM D. GRAMPP, University of Illinois (Chicago) amd EMANUEL T. WEILER, Purdue 
University 


This new Revised Edition retains the most popular and provocative of the read- 
ings in the original edition and has been improved by the addition of many new 
selections as well as an entirely new section on policy in a planned economy, with 
special reference to British Socialism and Russian Communism. The section on 
International Economic Policy has been thoroughly revised to include readings 
on economic progress in underdeveloped countries and on international measures 
to control cyclical fluctuations. 

Copyright 1956 440 pages 


INTERMEDIATE ECONOMIC ANALYSIS 

Third Edition 

By JOHN F. DUE, University of Illinois 

Professor Due has rewritten and revised his well-known text to make it more 
interesting and understandable to the student and has improved it by bringing 
it up to date and reorganizing the sequence of subject matter. It now reflects 
all recent developments in economic theory. First adoptions include Coe College, 
Drake University, Indiana University, Lehigh University, Lewis & Clark College, 
Millikin University, Ohio Wesleyan University, Washington & Lee University, 
the universities of Akron, Connecticut, Denver, Detroit, Houston, Illinois, Penn- 
sylvania, Vermont, and many others. 

Copyright 1956 , 604 pages 


CURRENT ECONOMIC PROBLEMS 


Revised Edition 

By HENRY W. SPIEGEL, Catholic University of America 

This well-known volume on today’s economic problems has been brought up 
to date throughout and extensively rewritten. It now serves better than ever 
before as a text for courses in economic problems and for the second part of the 
course in introductory economics. Under the four headings of progress, security, 
freedom, and peace, the student is introduced to the principal economic prob- 
lems and issues facing the American people today. Special attention has been 
given to the economic progress of the present administration. 

Copyright 1955 692 pages 


ECONOMICS OF LABOR RELATIONS 


Revised Edition 

By GORDON F. BLOOM and HERBERT R. NORTHRUP 

This text contains much new material on social security, unemployment com- 
pensation, and welfare and pension plans, which is particularly timely in view 
of current interest in these subjects. On the theoretical side it treats more com- 
pletely than most texts such basic economic concepts as the labor market, marginal 
productivity, business cycles, and labor productivity. This book is in every sense 
of the word an “economics” of labor relations, providing an integration of theory 
and fact. 

Copyright 1954 774 pages 


PUBLISHERS FOR THE AMERICAN ECONOMIC ASSOCIATION 


RICHARD D. IRWIN, ING. ‘ HOMEWOOD, ILLINOIS 
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THE SECOND EDITION 
1956 


Financial Policies of 
Business Enterprise 


By W. BAYARD TAYLOR 
with the collaboration of FRANK M. GRANER 


This very thorough revision of a book which has become a 
leader in its field brings the text strictly up to date and in line 
with present-day requirements for training young men to par- 
ticipate successfully in modern business enterprises. About 726 
pages. To be published in April. 


ND TRUSTS, Revised Edition 


By GILBERT T. STEPHENSON. This text by a leading authority 
in the field is planned specifically to meet the requirements of 
courses offered by the American College of Life Underwriters. 

$5.00 


ESTATES 


TRANSPORTATION AND COMMUNICATIONS 


By G. LLOYD WILSON. A comprehensive study of the struc- 
ture and services of American transportation and communica- 
tion utilities. $6.00 


ECONOMICS AND PUBLIC UTILITIES 


By EL! WINSTON CLEMENS. An up-to-date, realistic discus- 
sion of the economics of public utilities. $5.75 


THE COMMUNIST MANIFESTO 


with selections from The Eighteenth Brumaire of Louis Bonaparte 
and Capitol, by Karl Marx; edited by Samuel H. Beer. 45 cents. 


APPLETON - CENTURY -CROFTS, INC. 
35 West 32nd Street, New York 1, N.Y. 
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AMERICAN 
SOCIAL 
LEGISLATION 


By JOHN D. HoGan, Bates College 


and Francis A. J. IANNI, 
Russell Sage College 


TWO 

An analysis of the social legislation NEW 
process, in which economic and socio- 
logical concepts are integrated. The au- HARPER 
thors bring up to date a vast amount of TEXTS 
material on family legislation, labor law, 
social insurance, public assistance, and Ready in April 
legislation on occupational health and 
safety. An outstanding text for courses 
on social legislation, social problems, 
and social work. 

Revised 


INTERNATIONAL 
TRADE AND 

COMMERCIAL POLICY 

SECOND EDITION 


By LAwrENcCE W. TOWLE, Trinity College 


A thorough revision of a standard text, 
providing an up-to-date, balanced treat- 


HARPER ment of international economics, with 

& BROTHERS special attention given to the develop- 
Publishers ments of the past ten years. New ma- 
terial is incorporated on trade, payments, 

49 East 33d Street investment, and development, and new 
New York 16,New York international institutions are described 


and analyzed. A substantial portion of 
the work is devoted to theory and its 
function in fashioning tools for apprais- 
ing and determining policy. 


Please mention Tue American Economic Revisew When Writing to Advertisers 
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53 READINGS stupent price, $1.95 


The Second Edition of 


OUTSIDE READINGS 
IN ECONOMICS 


HESS—GALLMAN—RICE—STERN 


The Second Edition of Outside Readings in Economics has been 
made compact and inexpensive as an effective and usable com- 
plement to any one of the rather large introductory textbooks. 


Each of the fifty-three readings—thirty of them new in this edition 


—ig— 
pertinent to some phase of the introductory course 


of substantial importance (The selections average 
nine pages in length.) 


on a level suitable for use in the first course in 
economics. 


DESIGNED TO ENLIVEN the student's interest and understanding 
through applications and illustrations of principles developed in 
the textbook. 


Tables in the book provide correlation between the readings and 
the chapters of 14 widely used textbooks. 


March, 1956 502 pages 53 selections 5% x 8% Hard cover $1.95 


THOMAS Y. CROWELL COMPANY 


432 FOURTH AVENUE NEW YORK 16, NEW YORK 
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Essential Economics 


A. SMITH POND 
Brigham Young University 


Please mention Tue American Economic Review When Writing to Advertisers 


Especially suited to the course which is at once introduc- 
tory and terminal, this text is a concise introduction to 
economic theory and practice as they directly affect the 
citizen. In five parts: Patterns of Production; Income Dis- 
tribution and Management; Finance, Government, and 
Stabilization; Government and Major Interest Groups; 
America’s Role in the World Economy. April publication. 
About 544 pages, probable list $5.75. 


Introductory Economic 
Geography THIRD EDITION 


LESTER E. KLIMM, OTIS P. STARKEY, 
JOSEPH A. RUSSELL, VAN H. ENGLISH 


The long-awaited revision of an outstanding text. Its 
flexible organization and comprehensive coverage suit it 
to use in courses stressing products and industries, eco- 
nomic regions of the world, or economic aspects of the 
physical environment. March publication. About 730 
pages, probable list $7.00. 


History of the 
American Economy 


ROSS ROBERTSON 
Federal Reserve Bank of St. Louis 


A brief, readable introductory text which emphasizes de- 
velopments since World War I. The organization by 
parallel topics within each major period allows for either 
a chronological or a topical approach. Relevant theory is 
introduced at a level suited to the student without pre- 
vious training in economics. Published 1955. 593 pages, 
$5.75 list. 


383 MADISON AVENUE 


Harcourt, Brace and Company NEW YORK 17, N.Y. 


ECONOMICS BOOKS AT BARGAIN PRICES 


only limited quantities available 


order now before we are sold out 


Eli Ginzberg—THE LABOR LEADER List price $3.00 
James E. Meade—-PLANNING AND THE PRICE MECHANISM 
List price $2.40 


Jacob Marschak—INCOME, EMPLOYMENT AND THE PRICE LEVEL 
List price $1.75 


Our price $1.00 
Our price $1.00 


Our price $1.00 


T. O. Yntema—A MATHEMATICAL REFORMULATION OF THE GENERAL THEORY 


OF INTERNATIONAL TRADE List price $2.50 


Lester V. Chandler—AN INTRODUCTION TO MONETARY THEORY 
List price $2.50 


F. S. Doody (ed.)—READINGS IN LABOR ECONOMICS List price $4.50 


Arthur F. Burns—PRODUCTION TRENDS IN THE UNITED STATES 
List price $4.00 


John M. Clark—STRATEGIC FACTORS IN BUSINESS CYCLES 
List price $2.50 


John T. Dunlop—WAGE DETERMINATION UNDER TRADE UNIONS 
List price $3.00 


Frank H. Knight—-THE ETHICS OF COMPETITION List price $4.00 


Wesley C. Mitchell—-THE BACKWARD ART OF SPENDING MONEY 
List price $3.00 


Joan Robinson—COLLECTED ECONOMIC PAPERS List price $3.50 


Our price $1.00 


Our price $1.00 
Our price $1.00 


Our price $1.00 
Our price $1.00 


Our price $1.00 
Our price $1.00 


Our price $1.00 
Our price $1.00 


Nassau W. Senior—-AN OUTLINE OF THE SCIENCE OF POLITICAL ECONOMY 


List price $3.75 


Henry C. Simons—ECONOMIC POLICY FOR A FREE SOCIETY 
List price $3.75 


Lester V. Chandler—INFLATION IN THE UNITED STATES, 1940-1948 
List price $4.50 


Seymour Harris—ECONOMIC PLANNING List price $6.00 
John M. Keynes—ESSAYS IN BIOGRAPHY List price $3.50 


C. F. Roos and others—-THE DYNAMICS OF AUTOMOBILE DEMAND 
List price $3.50 


Werner Sombart—THE JEWS AND MODERN CAPITALISM List price $4.50 
William Fellner—COMPETITION AMONG THE FEW List price $5.00 
Carl Menger—PRINCIPLES OF ECONOMICS List price $5.00 
Max Weber—GENERAL ECONOMIC HISTORY List price $4.50 
F. A. Hayek—THE PURE THEORY OF CAPITAL List price $8.00 
G. L. Bach—FEDERAL RESERVE POLICY MAKING List price $3.00 
Seymour E. Harris (ed..—-THE NEW ECONOMICS List price $6.00 


Our price $1.00 
Our price $2.00 


Our price $2.00 
Our price $2.00 
Our price $2.00 


Our price $2.90 
Our price $3.00 
Our price $3.00 
Our price $3.75 
Our price $3.25 
Our price $3.75 
Our price $1.50 
Our price $3.75 


Burnham P. Beckwith—-THE ECONOMIC THEORY OF A SOCIALIST ECONOMY 


List price $6.00 


Our price $3.75 


published. 


now. 


Professors, Students, Research Workers, Librarians, Booksellers and Publishers consider our latest 
catalogue of BOOKS IN ECONOMICS the best listing of economics books that has ever been 


If you have not seen this catalogue (distinguished by its bright red cover) write for your copy 


ORDER FROM 


KELLEY & MILLMAN, INC. 


BOOKSELLERS & PUBLISHERS IN ECONOMICS 
80 EAST JITH ST., NEW YORK 3, N.Y. 


Please mention Tuk Ameagican Economic Review When Writing to Advertisers 


PLANNING FOR SUCCESSFUL 
DAIRYING IN NEW ENGLAND 


By RICHARD G. WHEELER and JOHN D. BLACK. This helpful book is based 
in large part on careful analysis of long-range management alternatives facing 
241 individual dairymen in 21 counties of New England. It reports the kinds of 
adjustments which appear to offer promise for future development of these farm 
businesses, and reviews the experiences of the operators during a three-year period 
of moving toward their revised management plans. Through use of the operating- 
unit approach and comparative budgeting, the book illustrates techniques which 
will enable other farm operators to evaluate their opportunities as a step toward 
attaining greater success. $5.00 


ECONOMIC THEORY AND METHOD 


By F. ZEUTHEN. Covering practically the entire range of problems discussed in 
economic theory in the last thirty years, Professor Zeuthen treats each major field 
and brings it into relation with the other parts of a general system. “A comprehen- 
sive, scholarly, mathematically interesting, and exceedingly well documented work 
of primary interest to the economic student but with overtones of attraction to all 
the intellectually curious.”—rT. K. QUINN, The New Leader $6.00 


MARKETING EFFICIENCY IN 
PUERTO RICO 


JOHN K. GALBRAITH, RICHARD H. HOLTON and their associates present 
a comprehensive study of the marketing of food and other important products of 
everyday use in the Commonwealth of Puerto Rico. Their analysis offers a pioneer 
effort in coming to grips with a problem that confronts many underdeveloped com- 
munities—the problem of an inefficient and costly system of distributing goods. 
Much of the methodology represents a new approach in economic research. This 
book will thus be valuable to economists generally, and to those concerned with 
Puerto Rico and with underdeveloped areas. $4.50 


Through your bookseller, or from 
HARVARD UNIVERSITY PRESS 
44 Francis Avenue, Cambridge 38, Massachusetts 
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BOOKS 


THE EVOLUTION OF WAGE STRUCTURE 


BY LLoyp G. Reynoups anp Cyntuia H. Tarr 


The first general analysis of wages and wage practices in this country and in 
Europe during the past 20 years. The authors consider the factors determining 
wages and apply them to detailed case studies of four American industries: rail- 
roads, iron and steel, cotton textiles, and paper and pulp. Domestic practices 
are compared with wage determination in Sweden, Great Britain, France, 


and Canada. $5.00 


STUDIES IN THE ECONOMICS OF TRANSPORTATION 
Martin Beckmann, C. B. McGuire, ano Curistopuer B. WINSTEN 


An exploratory study of highway and railroad systems, examining their theoreti- 
cal aspects and developing concepts and methods for assessing the capabilities 
and efficiency of existing projected traffic systems. Introduction by Tjalling C. 
Koopmans. $4.00 


AT YOUR BOOKSTORE 


YALE UNIVERSITY PRESS 


NEW HAVEN 7 CONN 


two new revisions in com- 
panion volumes by JOSEPH 
SHISTER University of Buffalo 


textbooks 


ECONOMICS OF THE LABOR MARKET, second edition 


A completely reset revision of this outstanding labor text, rewritten to include recent 
labor legislation and developments such as the CIO-AFL merger, discussion of antici- 
pated labor problems, guaranteed annual wage, and a comprehensive and balanced 
treatment of theory and research in the area of labor economics. 


READINGS IN LABOR ECONOMICS AND INDUSTRIAL RELA- 
TIONS, second edition 


This highly practical reader has been revised to include three new selections 
by outstanding writers in the fields of teaching, labor, business, and government. 


Ideal as companion or individual volumes for use in labor economics or labor prob- 
lems courses. 


J. B. LIPPINCOTT COMPANY 
333 W. Lake Street, Chicago E. Washington Square, Philadelphia, Pa. 
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teachable 


ECONOMICS: An Introduction to Analysis and Policy 
by G. L. Bach, Carnegie Institute of Technology 


Reasons for the widespread adoption of this new economics text 
include: 

1. Text’s goal is to help students acquire maximum amount of 
material and ability to use analysis in reaching independent 
judgments on major public policy issues. 

2. Style is light and informal, yet analysis is rigorous. 

3. Part I places economics in its perspective as a social science 
and in relation to business administration. Part II develops 
major analytical concepts. 


4. Text balances between theory and application. 


720 pages * 6" x Y + Published 1954 


PROBLEMS IN THE THEORY OF PRICE 
(Second Edition of Problems for Economic Analysis) 
by Clark L. Allen, Florida State University; Aurelius Morgner, Texas A & M College; 
Robert H. Strotz, Northwestern University 
Text is designed to accompany any analytical textbook in courses in Principles 
of Economics. Outstanding Features: 1. Concentration on demand, supply, prices, 
and equilibrium analysis. 2. Problems are graded as to difficulty. 3. Amount of 
arithmetical computations by student held to a minimum. 


160 pages * 81/4," x 11" + Published 1954 


for examination copies, write PRENTICE-HALL, INC. Englewood Cliffs, New Jersey 
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INTRODUCTION TO ECONOMICS, 2nd Edition 
by Theodore Morgan, University of Wisconsin 
Completely up-dated and thoroughly reorganized, the new Second Edition provides a 
sound introduction to economics—an introduction concerned with the dynamics of 
life rather than an isolated special discipline. 
Increased emphasis on economic growth and the problems of underdeveloped areas 
plus greater simplicity of presentation are two features of this thorough revision. 


800 pages * 6 x 9” + Published Spring 1956 


BUSINESS CYCLES: Their Nature, Cause and Control, 3rd Edition 
by James Arthur Estley, Purdue University 
The purpose of this text is to supply a brief, yet reasonably comprehensive introduction 
to the subject of business cycles. Changes in this new edition: 1. Complete up-dating, 
together with thorough general reworking. 2. New chapter on Forecasting Business 
Cycles (Ch. 19). 3. New chapter on the multiplier-accelerator relationship (Ch. 17). 
4. Expanded material on recent cyclical history (Ch. 7). 5. Expanded material 
on “built-in stabilizers’ (Ch. 23). 


512 pages + 6” x 9” * Published March 1956 


ELEMENTS OF MODERN ECONOMICS, 4th Edition 
by Albert L. Meyers, Georgetown University 


Text expands its National Income approach to subject, but does not minimize importance 
of economics of the individual or individual firm. Outstanding Features of the 

New 4th Edition: 1. Approach is monopolistic (or imperfect competition) and pure 
competition. 2. Principles presented are generously illustrated with actual studies 

of the operation of large mercantile and manufacturing establishments. 

3. Coverage is broad. 


480 pages * 55” x 8Y/,/ + Published March 1956 


A HISTORY OF ECONOMIC THOUGHT, 3rd Edition 
by Eric Roll, Under Secretary in Ministry of Agriculture, Fisheries and Food, England 


Outstanding Features: 1. Lays stress on the continuity of development of economics. 

2. Shows how economics has grown from the most primitive first thoughts on economic 
problems to the most refined and complicated analysis of the present day. 3. Points 

out what contributions economics has made to the problems of each age. 


540 pages 55” x Published January 1956 


for examination copies, write: PRENTICE-HALL, INC. Englewood Cliffs, New Jersey 


wide ly adopt d 


LABOR ECONOMICS AND LABOR RELATIONS, 
2nd Edition 
by Lloyd G. Reynolds, Yale University 
This is the most successful text in labor economics. 
Outstanding Features: 1. Five completely new chapters. 
2. Many additions have been made to five chapters. 3. Makes 
available the latest information and coverage of the labor 
field in a text which sold over 60,000 copies and enjoyed more 
than 150 adoptions since original publication in 1949. 


722 pages + 6 x 9” + Published 1954 


COMPARATIVE ECONOMIC ORGANIZATION 
by Arthur R. Burns, Columbia University 


Outstanding Features: 1. Analyzes the different ways in which countries deal with 

their economic problems. 2. Includes their general economic and political organization 
but also access to resources, methods of organizing production, and policies concerning 
the distribution of income. 3. The text is t#mely, and offers a new approach to the subject. 


800 pages + 6” x 9” + Published Spring 1955 


NATIONAL INCOME: Analysis by Sector Accounts 


by Daniel Carlson Vandermeulen, Claremont Men's College and Claremont Graduate 
School and Alice John Vandermeulen, Claremont Graduate School 


This new text first explains in simple form the national and sector accounts of the 

- Department of Commerce. Then, through the use of exercises, your students learn how 
to use these simplified accounts in tracing and analyzing the process of change in 
aggregate income. 


544 pages * 6" x 9’ + Published February 1956 


for examination copies, write PRENTICE-HALL, INC. Englewood Cliffs, New Jersey 
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ECONOMIC DEVELOPMENT: Principles and Patterns 


Edited by HAROLD F. WILLIAMSON, Northwestern University and JOHN 
A. BUTTRICK, University of Minnesota 


Reflecting current extensive interest in rais- 
ing living standards throughout underde- 
veloped areas, the thirteen contributors to 
this book—all experts in the field—chart the 
strategic factors in development, regional 
economics, and social and economic change. 
In two parts, the book first covers the vari- 
ous aspects of the development process. 
Next the book offers three case histories of 
economic development in India, Japan, and 
Mexico. These specific examples illustrate 
concretely the theoretical parts of the text. 
Emphasis is placed at all times on the prob- 


lem of raising per capita income and an 
attempt is made t@ isolate those situations 
and changes which will lead to higher in- 
comes, Students are made vitally aware of 
the nature and extent of this problem as 
the authors analyze and assess each of the 
cultural factors in the process of economic 
development and as they illustrate the 
interaction of these factors in the three case 
histories. 


588 pages 55%” x 835” 
Published August 1954 


THE GROWTH OF THE AMERICAN ECONOMY, 2nd Edition 


Edited by HAROLD F. WILLIAMSON, Northwestern University 


Written by 29 experts—each an authority in 

his field—this is an integrated symposium 

on the economic development of the United 

States. It covers all major fields of Economic 

History from the colonial period to the pres- 

ent day. 

Outstanding Features of this Second Edi- 

tion: 

a. The addition of an entire new section 
covering the period, 1919-1950. 

b. Better integration; duplications have 
been eliminated. 


c. Professor Williamson has written brief 
introductions to each part which out- 
line the main events of that period to 
be covered and set the tone for the 
chapters to follow. 

d. The 18 new chapters pull the entire book 
together and give greater unification. 

e. Some of the earlier chapters have been 
reduced in length. Tables, charts, etc. to 
illustrate. 

946 pages 6” x 9” 

Published 1951 


ECONOMIC HISTORY OF MODERN EUROPE 


By HEINRICH E. FRIEDLAENDER and JACOB OSER, Harpur College, State 


University of New York 


All the pertinent and factual data which 
students need to understand the economic 
role of Europe in today’s changing world, 
are dramatically and authoritatively com- 
piled and analyzed in this text. 

Challenging and informative case studies 
are included to make present-day economic 
problems in Europe understandable. The 


authors have included studies on the organi- 
zation of the Ruhr district and the inter- 
relation between coke of the Ruhr and steel 
of Lorraine. They also study the Schuman 
and Marshall plans as seen against their 
historical backgrounds. 

611 pages 6” x 9” 

Published 1953 


ENGLEWOOD CLIFFS 
NEW JERSEY 
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For May publication 


NATIONAL-INCOME ANALYSIS 
AND FORECASTING 
By Robert M. Biggs 


University of Detroit 

In this new text, addressed to the undergraduate student and directed pri- 
marily to the course in national-income analysis, the author presents the basic 
structure of ideas Aealing with the general problem of prosperity and depres- 
sion. He discusses the concept of income and the various measures of income 
against the background of the nature and structure of our economy. The pat- 
tern and determinants of income fluctuations are thoroughly explored as are 
the techniques and problems involved in forecasting national economic ac- 
tivity. The author concludes with a forthright analysis of government policies 
aimed at attaining high levels of income, controlling inflation, and stabilizing 
the nation’s economy. 


Approximately 600 pages 24 charts 14 tables Price to be Announced 


Two Important New Books 


INTERMEDIATE PRICE AND 
INCOME THEORY 


By M. M. Bober 
Lawrence College 
Already in wide use as a text for courses in intermediate economic theory, 
price analysis, and related fields, this new book is notable for its logical or- 
ganization, clear exposition, and abundance of useful graphic materials. There 
are separate chapters on utility, indifference curves, diminishing returns, Costs, 
competition, monopoly, monopolistic competition, oligopoly, wages, interest, 
rent, profits, income concepts, income determination, and welfare problems. 


512 pages 65 diagrams 22 tables Price, $5.00 


ECONOMIC GROWTH 
AND INSTABILITY 
By D. Hamberg 
University of Maryland 


Presenting both a convenient summary of recent growth literature and his own 
commentary and analysis of that material, the author here examines the prob- 
lem of capital accumulation, employment, and the business cycle. His theme 
is that the business cycle and secular trends of a capitalist economy are to be 
best understood as the outgrowth of the irregularity of economic progress. 


xiv + 330 pages Illustrated Price, $4.00 
College Department 


W.W. NORTON & COMPANY, INC. 
55 FIFTH AVENUE NEW YORK 3, N.Y. 
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THE FAILURES OF ECONOMICS 


A Diagnostic Study 


By SIDNEY SCHOEFFLER. Modern economics suffers from a chronic inability 
to make dependable predictions and effective policy recommendations. Analyzing 
this situation, Mr. Schoeffler probes into the methodological weaknesses of much 
of current economics. He clearly presents the concepts and laws that a “scientific” 
system of economics would have to be built upon—but cannot be because of the 
nature of its subject matter. He provides illuminating case studies in current 
economic thought. His careful and stimulating “diagnostic study” has much to say 
to those who are interested in methodology, whether of economics in particular or 
of the social sciences in general. $4.75 ° 


THE POLITICS OF DISTRIBUTION 


JOSEPH C. PALAMOUNTAIN, Jr., shows how the bitter economic conflicts which 
arose, in the decade of the Great Depression, between large and small organizations 
became political struggles—and were then, in their turn, altered or settled by the 
outcome of these political struggles. His investigation—centered on the grocery, 
drug, and automobile trades—of the peculiar relationships between political power 
and economic conflict will interest political scientists, economists, and professional 
and academic students of the distributive trades. $4.75 


SCIENTIFIC MANAGEMENT 
AND THE UNIONS, 1900-1932 


A Historical Analysis 


MILTON J. NADWORNY explores the relationship between the scientific manage- 
ment movement (“Taylorism”) and organized labor (particularly the A. F. of L.) 
through three decades. He traces labor-management dealings in alternating periods 
of strife and harmony: the federal “anti-stop-watch and bonus” legislation that pre- 
ceded World War I; the “union-management” schemes of the postwar years; the 
turbulent depression era which paved the way for the practices and programs of 
today. The study gives insight into the evolution, methods and eventual triumph 
of advanced management techniques. $3.75 


Through your bookseller, or from 


HARVARD UNIVERSITY PRESS 
4 Francis Avenue, Cambridge 38, Massachusetts 
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Policies to Combat Depression 


A Conference of the Universities *¢ National Bureau Committee 
for Economic Research 


Will the United States ever have another major depression, and is our govern- 
ment able to deal effectively with one should it come?—this is the vital question 
that forms the core of this important book. Fourteen economists here examine 
the potential effectiveness of many built-in stabilizers and other resources that 
make up our nation’s anti-depression arsenal. Published for the National Bureau 
of Economic Research. 428 pages. $8.50 


Capital Formation and Economic Growth 


A Conference of the Universities * National Bureau Committee 
for Economic Research 

This is a many-sided attack by economists, historians, and a sociologist on the 
complex problem of the relation between economic development and the ac- 
cumulation of the means of production. Contributors include: Moses Abramo- 
vitz, Henry Aubrey, Thomas Cochran, Raymond Goldsmith, Gregory Grossman, 
F. D. Holzman, Bert Hoselitz, Simon Kuznets, Marion Levy, Adolph Lowe, 
W. Rupert Maclaurin, W. W. Rostow, and Abbot P. Usher. Published for the 
National Bureau of Economic Research. 606 pages. $12 


Personal Income During Business Cycles 


By Daniel Creamer 


A study of the impact of business cycles on the flow of various types of personal 
income in the United States, and of the effectiveness of three government offsets 
to losses in such income—the farm price support program, unemployment com- 
pensation, and the federal personal income tax. Published for the National 
Bureau of Economic Research. 212 pages. Charts. $4 


Order from your bookstore, or 


PRINCETON UNIVERSITY PRESS, Princeton, New Jersey 
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OUTSTANDING 


... 2 outstanding texts and some of the outstanding 


colleges and universities using them in 1955-56— 


American University 
Baldwin-Wallace College 

Boston University 

Colgate University 

College of the City of New York 
Howard University 

Macalester College 

Marietta College 

Mexico City College 

Mississippi State College 


Baylor University 

Clarkson College of Technology 
Denison University 

Drake University 

Franklin and Marshall College 
Howard University 

Johns Hopkins University 
Michigan State University 
New York University 
Northwestern University 

Ohio Wesleyan University 
Pennsylvania State University 
Temple University 

University of Alabama 


THE INTERNATIONAL ECONOMY 
Walter Krause 


Northwestern University 
Ohio State University 

St. Lawrence University 
Texas Christian University 
University of Massachusetts 
University of Nebraska 
University of Notre Dame 
University of Pittsburgh 
University of Texas 
University of Tulsa 


METHODS OF STATISTICAL ANALYSIS 
IN ECONOMICS AND BUSINESS 


E. E. Lewis 


University of British Columbia 
University of Buffalo 
University of California, Berkeley 
University of Delaware 
University of Georgia 
University of Hawaii 
University of Kentucky 
University of Ottawa 
University of Pittsburgh 
University of Texas 
University of Utah 
Wellesley College 

Yale University 


—HOUGHTON MIFFLIN COMPANY-— 


Announcing 


. . . Another in the University of Illinois series: Studies in 
Business Expectations and Planning’. . . 


DETERMINANTS OF CAPITAL EXPENDITURES 


An Interview Study 


ROBERT EISNER 


Based on detailed interviews with executives of large manufacturing corporations, this 
pioneering study attempts to synthesize interview data and economic theory in a concen- 
trated analysis of the factors influencing capital expenditures. 100 pp. $1.50 


This is the second in a series of monographs on research in business expectations financed 
by the Merrill Foundation. Copies of the first monograph in this series—THE RAILROAD 
SHIPPERS’ FORECASTS, by ROBERT FERBER—are still available. $1.00 per copy. 


BUREAU OF ECONOMIC AND BUSINESS RESEARCH 
UNIVERSITY OF ILLINOIS URBANA, ILLINOIS 


$e 

L’industria 

Review of Political Economy 
Editor: Ferdinando di Fenizio 


Summary of Issue n° 4/1955 


. de Finetti Probability and the social sciences. 

G. Pompilj Figures obtained by sampling of the Italian agricultural production. 

T. C. Koopmans Regarding the use of prices. 

A. Predetti On the contribution of R. Frisch to the solution of linear program- 
ming problems: the simplex method in its variate basis form. 

L. Lenti The convergence and divergence of economical structures of the in- 
dividualistic and collectivistic type. 

A. Benussi On a new index of international prices regarding our market. 
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The International Labour Review may also be obtained from the publishers 
in the United Kingdom, Messrs. George Allen and Unwin Ltd., Ruskin 
House, 40 Museum Street, London, W.C.1. 

Annual subscription: $6.00 Single copies: 60 cents 


(Published in English, French and Spanish editions) 


SOCIAL AND ECONOMIC STUDIES 


Journal devoted to research especially in the problems of economic 
development, social change, political action in underdeveloped territories 


Amongst papers published are 


The Malthusian Model as a General System ...............++: K. E. Boulding 
Two Studies in Jamaican Productivity ..............20.2s00e00% G. E. Cumper 
Colonial Monetary Arrangements ..............--.0esee0e5 Arthur Hazlewood 
Employment, Development, Incentive Financing ............... H. D. Huggins ; 
Expenditure on Internal Transport, Jamaica .................. W. F. Maunder 
The Role of Merchandise Trade Statistics ............-..--0+005 Dudley Seers 
National Accounts for the Eastern Caribbean ...............-.+. Nora Siffleet 
Income and Consumption in Barbados ................000e+eeee08 K. H. Straw 


Subscription per volume (4 Numbers): £1.10.0; U.S. $4.25; B.W.1. $7.20 
Institute of Social and Economic Research 
University College of the West Indies 
Mona, Jamaica, B.W I. 


Please mention Tut American Economic Review When Writing to Advertisers 


ECONOMICA 


Published Quarterly 
35th Year $ New Series, Vol. XXII, No. 87 : August, 1955 
CONTENTS 

Seven Centuries of Building Wages ..E. H. Phelps Brown and Sheila V. Hopkins 
A System of National and Domestic Accounts ...............--++e0 G. Stuvel 
Statistical Calculations of Tax Burdens ................-2eeeeees A. R. Prest 
The Delegation of Authority to Spend ..........-+.sseeeeeeee Lucien Foldes 
Book Reviews 

Books Received 


MEMBERS OF THE AMERICAN ECONOMIC ASSOCIATION may sub- 
scribe at the specially reduced rate of 21s. per annum. Subscriptions should be 
sent to the Secretary and Treasurer, American Economic Association, Evanston, 
Illinois, accompanied by a cheque drawn in sterling in favour of ECONOMICA, 
London School of Economics and Political Science. 


—______- 


SOCIAL RESEARCH 


An international quarterly, founded in 1934, published by the 
GRADUATE FACULTY OF POLITICAL AND SOCIAL SCIENCE 
of the New School for Social Research, New York 


Contents for Winter 1955 (Volume 22, Number 4) 


Backward Economies: The Problem of Partial Development ... Felicia J. Deyrup 
The Religion of Progress in America, 1890-1914 ............ David W. Noble 
Heidegger's New Conception of Philosophy—The Second Phase of “‘Existen- 


Book Reviews 
Table of Contents and Indexes for Volume 22 


Published in Spring, Summer, Autumn, and Winter 
Subscription $5 a year, foreign $5.50—Single copies $1.50 


66 WEST 12TH STREET, NEW YORK 11, N.Y. 


Please mention Tut American Economic Review When Writing to Advertisers 


INTERNATIONAL 
SOCIAL SCIENCE 
BULLETIN 


published quarterly by the United Nations 
Educational, Scientific and Cultural Organization, 
19 Avenue Kléber, Paris 16e. 
Just issued: Vol. VII—No. 3 
EVALUATION TECHNIQUES 
METHODS AND RESULTS—AN INTERNATIONAL APPROACH 


Contributors to this issue: E. Barnitz, E. Beaglehole, M. Jahoda, O. Klineberg, W. Maslow, 
K. M, Miller, L. Moss, C. Selitiz, M. Brewster Smith, C. R. Wright. 


Organization in the Social Sciences—Terminology—Reviews of Documents, 
Periodicals and Books—News and Announcements 


OPEN FORUM: 
The Uses of the Law in the Struggle Against Bigotry, by Will Maslow 
Send subscriptions to 
Annual subscription: $3.50 UNESCO PUBLICATIONS SERVICE 
Per copy: $1.00 475 Fifth Avenue 


New York 17, N.Y. 


THE REVIEW OF ECONOMIC STUDIES 


Vol. XXIII (1) No. 60 October 1955 
CONTENTS 

Safety First and Hedging L. G. Telser 
The Use of Index Numbers in Demand Analysis R. Bergstrom 
The Pareto Distribution and the Cobb/Douglass Production Function in Demand Analysis 

H. S. Houthakker 
A Note on Block Tariffs A. Gabor 
Block Tariffs; A Comment P. E. Watts 
Economic Planning and the Long Term Programme J. Mitchell 
A Note on Specialisation in Graham's Model L. McKenzie 
Uncertainty and the Cobweb. Theorem F. H. Hahn 
Components of a Change in the Balance of Trade G. D. N. Worswick 


Annual subscription 21s. per volume (3 issues), post free. Special terms for students, U.S.A. 
and Canada $4.00 per volume. Back number rates on application to Secretary. 


Editorial communications should be sent to: The Editor, Review of Economic Studies, 
Nuffield College, Oxford. Articles from the U.S.A. and Canada should be sent to P. A. Samuel- 
son, Massachusetts Institute of Technology, Cambridge, Mass. 


All other communications to the Secretary, Review of Economic Studies, 4, Trampington St., 
Cambridge, England. 


Cheques should be made payable to the Review of Economic Studies. 


Please mention Tut American Economic Review When Writing to Advertisers 


A NOTICE TO MEMBERS CONCERNING THE 
1956 DIRECTORY 


A preliminary announcement was sent to you with your membership 
dues bills, calling attention to the revised “who’s who” type of Di- 
rectory to be published as of June 15, 1956. Following the table of 
contents, it was suggested in the circular that we might co-operate 
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Subscribing Membership, $10; Contributing Membership, $25 or 
more; Life Membership, $100.) 


Name in full 


Endorsed by 
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ability. Material of setondary importance has been climinated) and tiere js 
greater clarity and accuracy of expression, The entire text has been reorganized 
to provide more Gexibility of uce in the classroom. Chapters and gpics within 


chapters have heen fearranged in a more logical sequence of presemtation. The 
revision reflects a wide range of classroom experience and has benefited from 


SOME SPECIAL FEATURES OF THE REVISED EDITION — Ar 
© emphasis on ecopomic growth and development 
many new sections. including one on oligopoly 
new chapter entitled “Other Sysems and Ideologies” 
® inclusion of discussion and essay questions in the text itself ae > 
balanced and objective treatment of subject mauer ae % 

+ modernisation of all facta, figures, and 
to the latest developments in the economy 

The point of view remshts the same: that our economy has such Varied n->blems 

that no single approtch is best suited in studying these problem Analysis of 

mational income, therefore, does not crowd out more traditional and sill im- 


competence without being too difficult. It provides 2 wealth of uptodate Hh - 
stitutional material anv, as before, description, analysis, and theory are expertly’ 
blended in dealing with the structure and functioning of today’s American 
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